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FORM OF REAL ESTATE FRAUD KNOWN AS
FLIPPING

MONDAY, MARCH 27, 2000

U.S. SENATE,
SUBCOMMITTEE ON VA, HUD AND
INDEPENDENT AGENCIES,
COMMITTEE ON APPROPRIATIONS,
Baltimore, MD.

The subcommittee met at 9:35 a.m., in the Maryland Room,
World Trade Center, Baltimore, MD, Hon. Barbara A. Mikulski
presiding.

Present: Senator Mikulski.

Also present: Senator Sarbanes.

STATEMENT OF SENATOR BARBARA A. MIKULSKI

Senator MIKULSKI. My name is Senator Barbara Mikulski, and
I am the ranking member of the Subcommittee on Appropriations,
called VA and HUD. And we are officially opening the United
States Senate hearing today on the despicable practice called flip-
ping, where the poor are gouged by the scum and scam artists, and
then there is the defrauding of the taxpayer by the gaming of the
system, therefore leaving us with FHA loans that the taxpayer
needs to pick up.

So we have three things here. We have broken dreams by people
who thought they had the hope of home ownership. We have the
destruction of neighborhoods because of the holding of FHA, where
the Federal Government itself becomes a major slum landlord. And
we have then the taxpayers holding this liability.

Now, this practice is not only despicable for what it does to peo-
ple and to neighborhoods and the taxpayer, but it is also criminal.
It is absolutely criminal, and Federal laws are being broken and we
believe that State laws are being broken.

Now, we in the Senate feel so serious about this that there are
two Senate committees investigating this: the VA, HUD Committee
on Appropriations, and I will describe that in a minute, as well as
Senator Sue Collins’ Committee on Government Operations. So if
you are a flipper, do not think this is a one-shot deal. If you are
a flipper and you are listening to this hearing, this is only one step
in many steps that your United States Senate is going to take to
protect homeowners, to protect the neighborhoods and to protect
the taxpayer.

We are absolutely on their side. We will be listening to testimony
from our Federal law enforcement people, the U.S. Attorney, the
FBI, the Postal Inspector, who will be giving us, where appropriate,
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the information that they are finding as they do ongoing investiga-
tions, and also recommendations, and we need to give them the
tools to do their job. And last, but not at all least, we are going
to hear from our very talented members of the general assembly,
who are already working at the State level on the whole flipping
issue.

Now, this is a very unusual hearing, not only because of its topic
but because of the fact that appropriations does not usually hold
field hearings. We have a process in the Federal Government
where there is the budget committee and the appropriations com-
mittee. My very esteemed and dear colleague, Senator Sarbanes, is
on the budget committee. He is also the ranking member on hous-
ing and banking. I am on the appropriations. What is the dif-
ference?

He will tell you that as ranking, he sets the Federal policy. He
does the authorizing, the legislative framework. On the budget
committee, President Clinton proposes a budget; the House and the
Senate analyze it. And then it comes to the appropriations, where
we actually put the line items, the money in the Federal check-
book, to come back to Baltimore, to come back to Chicago, to come
back to Dallas, our great communities.

So we are here today, and I cannot thank Senator Sarbanes
enough for joining me, this is the first VA, HUD field hearing in
12 years. They do not usually come out to the community. But we
are out in the community, and Senator Bond, the Republican chair-
man of the subcommittee, has his very able staff here to listen to
the testimony. He is in Missouri doing his constituent work. But
this is a full and official hearing, complete with transcript record
and so on.

Senator Sarbanes has graciously agreed to join us because of his
own feelings about flipping and because of his desire, as he will tell
you, about the whole authorizing part of it. We want to thank Sen-
ator Bond for allowing me to chair this hearing, because we are
here to get the facts about flipping. What is flipping? Why is it
happening in Baltimore? Is it happening in other cities? What can
be done to stop it? And what can be done to prevent it?

Businesses and people are being gouged. Neighborhoods are
being destroyed, and it is despicable and it is going to stop.

Over the past 4 years, shocking facts have come out because of
the community leadership. More than 2,000 properties have been
bought and resold within 4 months, at 100 percent profit. Some of
these properties were bought and resold the same day. More than
10 percent of the FHA mortgages issued in Baltimore in 1997 are
in default. Is it because of the homeowner or is it because of FHA?

We want to be sure that being able to buy a home is part of the
American dream. But with the flippers, it has become part of the
American nightmare of fraud, deception and manipulation. This is
unacceptable, and indications are that this is happening all over
the country, that this is a virus that is spreading. And I will tell
you, the prevention and the immunization is going to start right
here in Baltimore.

This is a national problem, and we will be looking at national
issues. We believe the best ideas come from the people, and this
is why we are listening to you today. We want to acknowledge the
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role that the Southeast Community Organization, and other hous-
ing advocacy groups, through their Committee on Predatory Lend-
ing, played in bringing this to light. And thanks to the Sun Paper
for their investigative journalism that really highlighted it and en-
abled me to take this to my colleagues in the Senate who asked for
national intervention.

Flipping is not just about property. It is about lending practices.
It is about aggressive solicitation. It is about deceiving the home
buyer, gaming their credit, robbing appraisers, steering people to
high-rate lenders, and kickbacks to mortgage brokers. Under every
rock we are finding another rock. And under that rock we are find-
ing worms and scams.

But we are here today to get to the bottom of it. When crooked
lenders team up with crooked appraisers, with people who are es-
sentially the initial scam, innocent people are roped in. Their prop-
erty values are artificially inflated in neighborhoods, and it affects
the whole neighborhood. It appears, unfortunately, that our own
Federal Government may be part of the problem.

HUD, Housing and Urban Development, is holding a large num-
ber of single-family homes in an area. Failure to properly dispose
of this inventory may be contributing to this problem. And in many
cases, it appears that FHA is insuring loans that should have
never been made, because of their way of doing business and also
by the way they set themselves up to be gamed.

As a Senator responsible for FHA’s budget, I am responsible
about the financial impact on the FHA insurance fund. And I know
Mr. Quayle will have a lot to say about the liability that we hold.

We are going to hear first from people who have been scammed.
And we look forward to hearing from Ms. Simon and Ms. Adams.
We really want to thank you for testifying today and coming for-
ward. It is not easy to come forth and talk about how you have
been gouged and misled. And so we thank you for your courage in
coming forth. You are really going to make a national contribution.
This is not about hazing. We are not going to put our glasses down
and grill you. You are not the problem. You are not the problem.

And of course we listen to Mr. Strong; Ms. Washington; and Mr.
Quayle, from St. Ambrose Housing, because it is the community
groups that have identified the system. Later we will be hearing
from Ms. Battaglia, our very able U.S. Attorney; the FBI and the
Postal Inspector; and then from our delegates who are already very
busy, working on solutions for flipping.

I would like to now turn to Senator Sarbanes for any comments
that he wishes to make. But I think all of America can feel very
proud of what Senator Sarbanes is doing in his role in housing and
banking. Most recently he has been a strong champion of pre-
serving the Community Reinvestment Act, as well as ensuring the
proper framework for HUD’s core programs. But in Community Re-
investment, there were those who wanted to eliminate it alto-
gether, and he was in the front lines, preserving it. So that if we
can invest in prosperity zip codes, we can invest in those neighbor-
hoods we want to become prosperity zip codes. And he has been a
leading champion of that. And I can assure you, he is very much
on your side on flipping.

Senator Sarbanes.
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STATEMENT OF SENATOR PAUL SARBANES

Senator SARBANES. Thank you very much, Barbara. I want to
commend Senator Mikulski for holding this important hearing.

I want to welcome the witnesses, a number of whom we have
worked together with over the years on a range of problems. Like
Senator Mikulski, I wanted to express my particular appreciation
for the witnesses who have been victimized in these terrible frauds
that have been perpetrated against them. I know it is not easy to
come forward and tell your story publicly. And we understand and
appreciate your being here. I have to say to you, your willingness
to do so may serve to help others to avoid the terrible experience
you have been through. So I think you are performing a real public
service and we thank you very much for coming this morning.

The cynicism of the actions of the investors, appraisers, settle-
ment agents and others involved in the flipping scandals here in
Baltimore is hard to exceed. Home ownership is the American
dream. It is the opportunity for people to put down their roots and
start creating equity for themselves and for their families. It has
been the path to building wealth for generations of Americans, for
ensuring stable communities, good schools, safe streets.

The flippers play on these hopes and aspirations to defraud and
cheat people. And I think it is contemptible what has been taking
place. We have to do everything we can to make sure the U.S. At-
torney’s Office and the other law enforcement agencies from whom
we will be hearing later in the morning, involved in investigating
these crimes, have the necessary resources. And we need to be sure
the public is adequately informed and that counseling is provided
to help people in this city and elsewhere to avoid these scams.

I also want to touch for a moment not on what is just clearly
some criminal activity, but also on another problem that is very
troublesome. And that is predatory lending. Predatory lenders tar-
get people with a lot of equity in their homes. They underwrite the
property without regard for the ability of the borrower to pay the
loan back. They make their money by charging extremely high
origination fees and by packing other products into the loan, in-
cluding up-front premiums for credit life insurance or credit unem-
ployment insurance, et cetera. They get large commissions out of
that.

Those premiums for those products are financed into the loan, in-
creasing the loan’s total balance, so the borrower finds themselves
in extreme financial trouble right from the beginning. Then, when
{:rouble hits, the predatory lender will often offer to refinance the
oan.

Unfortunately, another characteristic of those loans is they have
prepayment penalties. So by the time the refinancing takes place,
with all the fees repeated and the prepayment penalty concluded,
the lender/broker makes a lot of money out of the transaction and
the owner has been stripped of their equity in their home, and
often the home itself.

So they find someone, and then they just kind of pull everything
out of it and leave them sort of almost destitute. Unfortunately,
most of these practices which end up leaving people in dire finan-
cial straits, such as those that are affected by flipping, we do not
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have adequate legal safeguards to deal with them. Taken together,
flipping and predatory lending I think are a frontal assault on
homeowners all over America.

And I want to commend Senator Mikulski again, because I think
this hearing is a very important step in trying to find solutions. Let
me just address the FHA. And I know there have been concerns
about creating high rates of foreclosures which contribute to the de-
stabilization of neighborhoods. FHA, of course, is a program de-
signed to push home ownership rates to higher levels. Actually, a
GAO study has shown that the vast majority of FHA borrowers
would not be able to become homeowners without this government
program. And we need to keep that in mind.

Unfortunately, a number of bad actors have used FHA insurance
to make bad loans that end up in foreclosure. FHA, we have done
our best to make them aware of this problem. I think they are be-
coming increasingly sensitive to it. HUD has now begun a program,
called Credit Watch, which is designed to uncover bad lenders, to
remove them from the FHA programs. Since it began, they have
tried to terminate about 40 lenders from the program. But this ac-
tion is being challenged in the courts.

So we need, I think, some legislation to, in effect, strengthen
HUD’s ability to terminate the bad lenders. And we are working
on some legislation of that sort now, which we hope to be able to
introduce in the near future. This would give an underpinning to
Credit Watch and enable it actually to work the actually the way
it is supposed to work.

I look forward to the testimony this morning. This is a very well-
structured hearing. And I know we have a busy morning ahead of
us. I am very pleased to join Senator Mikulski and I thank the wit-
nesses for appearing.

Senator MIKULSKI. Thank you very much, Senator Sarbanes.

We wish to acknowledge our very able staff that are here. I note
you brought Jonathan Miller, from the Senate Banking Committee,
to participate. My own staff is Paul Carliner and Sean Smith. And
Senator Bond has his able staff, Mr. Kim, who is here.

We are going to turn to our witnesses now, but before we do I
want to acknowledge that there are many in this room who would
also like to have given testimony but, because of time, we could
not. For anyone who has any information they would like to submit
for the record, at the conclusion of this hearing, Mr. Smith—Sean,
do you want to stand up, please—will take that, and we will enter
it into the record.

We know that the professional Realtors have a whole approach
to this, and we welcome them submitting their written testimony
for the record. We know that Ed Rutkowski, has written a rather
detailed memo on what has happened north of Patterson Park, and
we will be putting that in the record. And there will be other
things we are going to do. So even though not everybody might be
before a microphone, we want to be sure that if anyone has views,
we would be happy to include them in the record.

Now, I would like to turn to our panel. And what I would like
to suggest is we just go straight down, starting with you, Ms.
Adams. And if you would introduce yourself and give your testi-
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mony, and then Ms. Simon, then Ken, then Ms. Washington, and
then, Vinnie, I am going to ask you to be the wrap-up.
Ms. Adams, would you please proceed.

STATEMENT OF CHASSIE ADAMS

Ms. ApAaMS. Good morning. My name is Chassie Adams, and 1
live at 610 North Robinson Street, Baltimore, Maryland. I work for
Carlton Data Processing as a data entry operator. I have been em-
ployed there for 7 years. I am a single mother with two children,
and I attend Mount Pleasant Church. I am here before you today
because I purchased a home from Robert Beeman. Buying this
gouse was the start of some difficulties that continue until this

ay.

I was renting a three-bedroom house in the section Patterson
Park of Baltimore when I was introduced to Mr. Beeman. I met
him through a personal referral, and he explained to me that I
could buy a renovated house for $500 down. Because he had been
referred to me through someone I trusted, I felt I could trust him
to be true to his word.

I spent one day riding around with him, looking at houses. He
showed me property that he owned and was going to renovate to
suit my tastes. After some thought and talking to family and
friends, I decided to buy the house. I told Mr. Beeman that I want-
ed to buy the house on North Robinson Street. And Mr. Beeman
told me he would take care of everything. He told me he would ar-
range for the financing, contact a settlement agent, and even help
with straightening out my credit. I explained that I had some debts
that might affect my credit status, but he told me that was no
problem.

He said that the bank would pay off my old debts and include
the payment money in the loan. It all seemed too good to be true,
and it was. Shortly after settlement, I started calling Mr. Beeman
about things that still needed fixing. Sometimes he responded with
quick, patch-up repairs that did not correct any of the problems.
Other times he would not respond at all, or he would have me con-
tact one of this staff, who mostly just took messages.

I realize now that I should not have moved into the house prior
to all of the repairs being completed. I did so because Mr. Beeman
assured me that he would complete the repair work. The work was
never completed. There are leaks from bad plumbing, hazardous
wiring and other things that need to be corrected.

Additionally, I was forced to file for Chapter 7 bankruptcy partly
because those accounts that were supposed to be paid off at settle-
ment were not. By the time my mail caught up with me at my new
address, all the accounts were in collection. I had to seek protection
from the courts, and this continues to be a problem.

I obtained a $56,000 mortgage on a property that was sold to me
gor $84,000. This same house has recently been reappraised for

35,000.

Senator MIKULSKI. Ms. Adams, could you repeat those numbers
again, please?

Ms. ApAmsS. I obtained a $56,000 mortgage on a property that
was sold to me for $84,000. This same house has recently been re-
appraised for $35,000. Also, I now know that the mortgage itself
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was very inappropriate for a first-time home buyer. It was a 15-
year balloon, with 179 payments, at $650, and one final payment
of $52,000, which I am sure would have been impossible for me to
make.

PREPARED STATEMENT

I have applied for a refinancing loan with First Mariner Mort-
gage, which will include money to do repairs and pay off the old
mortgage. I hope that this will be the end of all the hard times and
the beginning of regular home ownership.

[The statement follows:]

PREPARED STATEMENT OF CHASSIE ADAMS

My name is Chassie Adams. I live at 610 North Robinson Street, Baltimore. I
work for as a data entry operator. I've been employed there 7 years. I am
single, have 2 children and attend church.

I am here before you today because I purchased a home from Robert Beeman.
Buying this house was the start of some difficulties that continue until this day. I
was renting a 3 bedroom house in the section Patterson Park of Baltimore when
I was introduced to Mr. Beeman. I met him through a personal referral, and he ex-
plained that I could buy a renovated house for $500.00. Because he had been re-
ferred to me through someone that I trusted, I felt that I could trust him to be true
to his word. I spent one day riding around with him looking at houses. He showed
me property that he owned and was going to renovate to suit my tastes. After some
thought and talking to family and fiends, I decided to buy the house.

I told Mr. Beeman that I wanted to buy the, house on N. Robinson Street and
Mr. Beeman told me that he’d take care of everything. He told me that he would
arrange for the financing, contact a settlement agent and even help with straight-
ening out my credit. I explained that I had some debts that might affect my credit
status but he told me that was no problem. He said that they (the bank) would pay
off the old debts and include the payment money in the loan. It all seemed too good
to be true, and it was.

Shortly after settlement I started calling Mr. Beeman about things that still need-
ed fixing. Sometimes he responded with quick patch-up repairs that didn’t correct
any of the problems. Other times he wouldn’t respond at all, or he would have me
contact one of his staff who mostly just took messages.

I realize now that I shouldn’t have moved into the house prior to all of the repairs
being completed. I did so because Mr. Beeman assured me that he would complete
the repair work. The work was never completed. There are leaks from bad plumb-
ing, hazardous wiring and other things that need to be corrected.

Additionally I was forced to file for chapter 7 Bankruptcy partly because those ac-
counts that were supposed to paid off at settlement weren’t. By the time my mail
caught up to me at my new address all the accounts were in collection. I had to
seek protection from the court and this continues to be a problem.

I obtained a $56,000.00 mortgage on a property that was sold to me for
$84,000.00. This same house has recently been re-appraised for $35,000.00. Also I
now know that the mortgage itself was very inappropriate for first time home-
buyers. It was a I5-year balloon with 179 payments @ $650.00 and one final pay-
ment of $52,000.00 which I am sure, would have been impossible for me to make.
I've applied for a refinancing loan with First Mariner Mortgage, which will include
money to do repairs and pay off the old mortgage. I hope that this will be the end
of the hard times and the beginning of regular homeownership.

Senator MIKULSKI. Thank you very much.
Ms. Simon.

STATEMENT OF DIANE SIMON

Ms. SiMON. Good morning. My name is Diane Simon. I live at
3205 Chesterfield Avenue with my husband and my two children.
I have been employed at Blue Cross and Blue Shield as a support
clerk for 10 years. I would like to speak regarding the purchase of
the home I bought from Robert Beeman in November 1997.
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At the time, I was renting a two-bedroom apartment in the
BelAir-Edison area. My family needed more room, and I thought
that home ownership was ever present. I felt the time to own a
home had came. And I was introduced to Beeman through a fellow
co-worker, so I figured I would give it a try, because she was ex-
cited and she bought the home and he fixed the home up for her
and she told me a lot about it. And I said, let me call and give me
a try. She gave me his number.

We went out looking for houses with Mr. Beeman. And I did not
particularly care for the area and the houses that initially were
shown. He told me that he owned others, and we went to 3205
Chesterfield Avenue. I felt the house was nice enough and I felt
that the area it was in seemed stable and safe. After explaining
that he would do all the repairs and make the house look like I
wanted it to, I agreed to purchase the house.

I did not know anything about financing or mortgages, and Mr.
Beeman reassured me that he could arrange for all the financing.
All T needed was $500 down. And he did take care of everything.
Mr. Beeman brought all the papers that I was to sign to my house.
He set up a closing date less than one month from the time I first
saw the house. The repairs were never completed. As we neared
tllle sgttlement date, I wondered if things would be ready before we
closed.

My calls to Mr. Beeman were responded to initially, but the work
was never finished. I decided to move into the house and trust that
he would finish the work. To this day, my roof continues to leak
and I have the need for major plumbing repairs. There is very low
water pressure and I have been told that this condition should not
have passed appraisal.

I have been hesitant to make any repairs myself, because we just
did not know that we would be able to remain in the house. Addi-
tionally, I have since learned that the mortgage I obtained is not
one that has a fixed rate. The initial rate is 10.5 and can escalate
to 17. This means the $65,000 mortgage on a $77,000 sales price
will generate $158,000 in finance charges. The new appraisal for
my house is $50,000, and I am hoping to refinance the mortgage
with First Mariner.

PREPARED STATEMENT

As a first-time home buyer, I realize now that I should have
sought counsel before buying this house. I just felt that there was
enough protection in the process to ensure that something like this
could not occur. I was wrong. However, I remain determined to ac-
complish my original intent, which is to own a home of my home.

[The statement follows:]

PREPARED STATEMENT OF DIANE SIMON

My name is Diane Simon. I live at 3205 Chesterfield Ave. with my husband and
two children. I am employed as a support clerk by Blue Cross and Blue Shield of
Maryland where I've worked for 10 years.

I would like speak to you regarding the purchase of my house. I bought my house
from Robert Beeman in November of 1997. At the time 1 was renting a 2-bedroom
apartment in Belair Edison. My family needed more room and the thought of home-
ownership was ever present. I felt the time to own had come and after being intro-
duced to Mr. Beeman by a fellow worker, I thought I'd give it a try.
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I went out looking for houses with Mr. Beeman and I didn’t particularly care for
any of the houses that I initially was shown. He told me that he owned others and
we went to 3205 Chesterfield Ave. I felt the house was nice enough and I felt that
the area it was in seemed stable and safe. After explaining that he would do all
ﬁhe repairs and make the house look like I wanted it to, I agreed to purchase the

ouse.

I did not know anything about financing or mortgages. Mr. Beeman reassured me
that he could arrange for all the financing, all I needed was $500.00. And he did
take care of everything. Mr. Beeman brought all the papers that I was to sign to
my house. He set up a closing date less than one month from the time I first saw
the house.

The repairs were never completed. As we neared the settlement date I wondered
if things would be ready before we closed. My calls to Mr. Beeman were responded
to initially, but the work was never finished. I decided to move into the house and
trust that he would finish the work. To this day my roof continues to leak and I
have the need for major plumbing repairs. There is very low water pressure and
I have been told that this condition should not have passed appraisal.

I have been hesitant to make any of the repairs myself because we just didn’t
know that we would be able to remain in the house. Additionally, I since learned
that the mortgage I obtained is not one that has a fixed rate. The initial rate of
10-50 percent can escalate to almost 17 percent. This means that my $65,000.00
mortgage on a $77,000.00 sales price will generate $158,000.00 in finance charges.
The new appraisal for my house is $50,000.00 and I am hoping to refinance the
mortgage with First Mariner.

As a first time homebuyer, I realize now that I should have sought council before
I brought this house. I just felt that there was enough protection in the process to
ensure that something like this couldn’t occur—I was wrong. However I remain de-
termined to accomplish my original intent, which is to own a home of my own.

Senator MIKULSKI. Thank you very much, Ms. Simon.

Now we would like to hear from Ken Strong. In addition to your
job at SECO, you are identified with the Coalition to End Preda-
tory Real Estate Practices.

STATEMENT OF KEN STRONG, EXECUTIVE DIRECTOR, SOUTHEAST
COMMUNITY ORGANIZATION

Mr. STRONG. Yes, thank you. I am the Executive Director of the
Southeast Community Organization, an umbrella group in Balti-
more that you, Senator, well know began some 30 years ago, when
a threat to the neighborhoods of southeast Baltimore was in the
form of a Federal highway plan that would have paved over Fells
Point and Canton. Your leadership then helped thwart that threat
to the community. But today, the neighborhoods of southeast Balti-
more are threatened by mortgage scams and flipping schemes.

I became aware of the problem about a year and 4 months ago
through an attorney, Andrew White Smith, who was representing
over 100 victims of William Beeman and Walter Duersch. And he
thoughtfully asked nonprofit organizations to help the families that
he knew would not be helped alone through the civil law process
and through the courts.

So a number of us in southeast Baltimore came together, Ed
Rutkowski, from Patterson Park Community Development Corpora-
tion; Mike Braswell, from Neighborhood Housing Services, and oth-
ers. And as we studied the problem, we quickly realized that this
was not just a problem for southeast Baltimore, it was a problem
really across the city and across the country.

I want to show you a map that illustrates this, if I can. Once we
realized the breadth of the problem, we formed a group called the
Coalition to End Predatory Real Estate Practices. And this group
had citywide participation from housing organizations, neighbor-
hood associations. We had participation from government agencies,
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enforcement agencies from the real estate industry. And it has
been the major forum through which people have shared informa-
tion about the flipping schemes and mortgage scams in Baltimore.

One of our most active participants is Carmen Rositora, a home-
builder with HUD, a great program. She gave us technical assist-
ance and produced this map that shows the racial demography of
Baltimore. The more green, the more African American the neigh-
borhoods. The more blue, the darker the blue, the more white the
neighborhoods are.

And you can see the wide scope of the neighbor of property sales
that increased by more than 100 percent in less than 4 months in
a 3- to 4-year period. We have over 2,500 incidents of this. Not all
of them are bad real estate transactions. Some of them are smart
real estate. And there are some exceptions to the rule. But I would
submit to you that the vast majority of these are the bad actors
and the bad characters who wreak havoc on the neighborhoods.

You will also see here how the concentration of these marks are
in neighborhoods of racial change. The flipping schemes and mort-
gage scams are really the modern form of blockbusting in these
neighborhoods, where the scam artists are buying houses cheaply
from whites who are moving out of neighborhoods that are chang-
ing and becoming more African American, and then they are sell-
ing houses at these exorbitant rates, under-repaired, overvalued
and at huge interest rates, and creating a weak neighborhood from
one that had been strong.

And you also see that these real estate creditors are focusing on
African American neighborhoods as well, in west Baltimore, in
northwest Baltimore. They are preying upon some weaknesses in
the housing stock and in the real estate in those areas, and making
them even weaker.

We are going to go from this overview, closing in on one block,
kind of step by step. This helps tell the story about what is going
on here.

Ms. Adams and Ms. Simon talked about Mr. Beeman who sold
them their houses. He and Mr. Duersch are represented by all of
the blue pins on this map. There are more than 130 blue pins that
they have been responsible for that fit very much the pattern that
Ms. Adams and Ms. Simon talked about.

In addition, the other colored pins represent other people who
are doing very much the same kind of thing. And there are dozens
and dozens of them. This is a kind of under-the-table industry that
has been spreading. And we have learned that they even meet at
a restaurant and share information about how to perpetrate these
scams. And there are variations on the theme, but they all have
the same end product.

Some of them do not always end in the victimization of a new
home buyer. And in addition to all of these—and I only took the
areas of the Sixth and Seventh Wards, north of Patterson Park.
There are other neighborhoods here.

Senator MIKULSKI. Would you read the street names? Because
our records, when we go back, we are not going to know the Sixth
Ward from the Seventh Ward versus the census tract.
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Mr. STRONG. We are looking at neighborhoods immediately north
of Patterson Park, from about Wolf Street over to Conklin Street,
and from Baltimore Street—

Senator MIKULSKI. Identify them. Your southern boundary is
what?

Mr. STRONG. The southern boundary is Baltimore Street.

Senator MIKULSKI. The northern boundary is?

Mr. STRONG. The northern boundary is Egger Street.

Senator MIKULSKI. Western?

Mr. STRONG. The western boundary is Broadway.

Senator MIKULSKI. Eastern?

Mr. STRONG. And the eastern boundary is Conklin.

And there are hundreds, several hundred, examples of these
scams right here.

In addition to these pins, because there was not room on the
map—

Senator MIKULSKI. It looks like a virus, does it not?

Mr. STRONG. It does. This is a slightly broader area than the one
previously described. It includes some of the area of Highlandtown
immediately east of Patterson Park, from about Eastern Avenue on
the south, up to Baltimore Street on the north, and from Hagen
Street on the east to Linwood on the west.

Senator MIKULSKI. Let us get a better look.

Mr. STRONG. This is 178 pins that are all a circle of friends. They
buy a house for $20,000 and they sell it from the right hand to the
left hand on the same day for around $60,000. We believe, and we
are not positive but there is an investigation going on into this
now, that they then get a mortgage for 75 percent of that value and
have about $25,000 in profit at the end of the transaction. And
they pocket too much of it, not enough to keep the higher mortgage
payments going, and they have to repeat this over and over again,
like a Ponzi scheme.

It is going to fall apart from its own economic weight or from law
enforcement activity. And it will be a whole new wave of vacant
housing in neighborhoods that are already in stress. So all of these
pins are in addition to the other pins on the map.

In the areas of Patterson Park, in neighborhoods north and east
of Patterson Park, we have had the highest concentration of flip-
ping and mortgage scams anywhere in the city. And Baltimore may
have the highest in the country.

Now, we are going to look at a neighborhood area that is a little
closer in, a smaller area. This is Monument Street and McKeldery.
And the western boundary is North Kenwood and the eastern
boundary is North Decker. And on this map, all of the yellow-col-
ored areas are property flips. And you can see how many there are
on certain blocks that totally destabilize a block.

One outcome of this is the pink areas outlying here that, in my
testimony, are described geographically. And these areas the State
Department of Assessments and Taxation has said so many flips
occurred, so many overvalued properties that people living within
this area, collectively, were paying close to a million dollars more
in property taxes than they should have. And they are taking steps
to correct it, but look at all the other neighborhoods around that
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they have yet to get to that are facing that same kind of overtaxing
because of overvalued predatory real estate.

In addition, on this map there are dots on certain properties, in
properties that are colored in pink or orange. Those properties rep-
resent the HUD inventory. These houses were acquired in one of
the most recent transactions from HUD. And it is often where a
scam artist or flipper will get a property cheaply at a HUD auction.
And then they sell it quickly at a greatly inflated rate, often based
on fraudulent appraisals, sometimes to another investor, some-
times to an unfortunate buyer, with all of the promises and the
tales of woe that you have heard from Ms. Adams and Ms. Simon
repeated over and over and over again.

One thing that we have seen quite clearly is that houses remain
way too long in the HUD inventory. They deteriorate in value and
just physically. And when you examine the HUD inventory, many
of the houses are in there for a year vacant and having such a neg-
ative effect on the community, and it takes so long to turn over.

Senator MIKULSKI. Ken, we are going to have to move along.
There are two more panels.

Mr. STRONG. I am going to wrap up real quickly.

Senator MIKULSKI. We want to be able to get to the Q&A, as
well.

Mr. STRONG. This is the block we are going to visit this after-
noon. And I will save more of this for the field visit to the 600 block
of North Robinson Street. But there are several vacant houses,
houses that were appraised at $85,000. This is Ms. Adams’ house,
at $84,000. These prices are more than twice the real value of
houses in that neighborhood. And, collectively, it is ruining this
block and this community. We will talk more about that this after-
noon.

I want to call your attention to a letter that is at the very end
of your packet of testimony that I just received at the end of last
week. It is from Conti Mortgage Corporation. Conti Mortgage Cor-
poration is a subprime lender who has been involved in many of
{:hedBeeman and Duersch cases. They could be called a predatory
ender.

They have sent this letter to people who have mortgages through
NHS, and have said that they want to offer new mortgage reduc-
tion programs, and that they are going to be offering this restruc-
turing concept free and that it will tie into the home value guar-
antee program that Ed Rutkowski and the Able Foundation have
put together. We suspect that this is just a churning of good loans
into bad loans. And they have targeted, again, the neighborhoods
of Patterson Park. It is mentioned in this letter. This is the kind
of thing that we need to stop, with your help.

PREPARED STATEMENT

And no where in the HUD budget is there a line or a program
that redresses the problems that we have seen here today. And
they are in New York and Chicago, in California, in Buffalo. It is
a national problem and we need national solutions to it.

Thank you.

[The statement follows:]
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PREPARED STATEMENT OF KEN STRONG

Senator Mikulski and Senator Sarbanes, thank you for inviting me to testify this
morning on a matter of critical importance to our southeast Baltimore Community,
our city, state, and nation. My name is Kenneth Strong. I am the executive director
of SECO, the Southeast Community Organization, and the president of SCDC, the
Southeast Community Development Corporation. Seco and SCDC are sister non-
profit organizations who for more than a quarter of century have worked hard to
protect and uplift the neighborhoods and the residents of southeast Baltimore. It
was the threat of federal highway plans that gave birth to SECO thirty years, as
both of you, especially Senator Miklulski, well know. Today the most serious threat
to the survival of southeast Baltimore neighborhoods is the proliferation and con-
centration of predatory lending and predatory real estate practices.

Mortgage scams and flipping schemes have wreaked havoc on several neighbor-
hoods in our area, particularly those north and east of Patterson Park. I became
aware of the scope of the problem fifteen months ago through an attorney, Andre
Weitzman, and called non-profit allies together to see how we could assist victims
of the scam and put an end to these practices. We quickly learned that neighbor-
hoods and families throughout the city were similarly preyed upon. So we formed
the coalition to end predatory real estate practices and widened our circle of con-
cerned professionals. Participants in the coalition meetings have included commu-
nity development corporations, fair housing agencies, providers of legal services,
city, state and federal agencies, and various industry representatives. The coalition
has been the central forum where information about mortgage scams and flipping
schemes is shared and where ideas to end these practices are spawned. It is a di-
verse and open forum; therefore I don’t purport to speak for all participants.

Mortgage scams, flipping schemes, and predatory real estate practices cover a
multitude of sins and come in various forms. What they have in common is that
they are designed to defraud someone. In many cases it is a low-income first time
home buyer, most often an African-American family. In other cases, investors are
defrauded. In still other cases buyers and sellers are in collusion and it is lenders
and government insurers who are defrauded. Another common aspect of all the
scams is that they are based on dishonest and inflated appraisals. And the all too
common outcome is abandonment, foreclosure, vacancies, and the destruction of
neighborhoods. To illustrate the extent of the problem and how it rests on inflated
values, we have prepared some maps and picture boards. The first map shows
houses that were resold for 100 percent or more of their original price in a very
short period of time. While not every dot on this map is a scam transaction, my re-
search and the research of coalition participants, suggest that the vast majority of
them are. Later today we will visit the 600 block of North Robinson Street. The idea
that houses on this block were appraised and sold for $70,000 and $80,000 or more
is absurd. Recent, independent appraisals commissioned by defrauded lenders deter-
mined that these houses weren’t worth half that amount. Along the 300—600 North
Robinson Street corridor, we have identified 25 suspicious real estate transactions,
sales that have the earmarks of flipping schemes. It will be self-evident this after-
noon what happens to the houses, the block, and the neighborhood in the wake of
mortgage scams.

The size of the problem depends on how you guage it. Several months ago, I re-
viewed a cross section of housing transaction data provided by the Maryland De-
partment of Assessments and Taxation. I estimated that over 2,500 transactions
from 1996-1999 in Baltimore City fit the profile of a probable scam or flipping
scheme. More recently I have examined the record of real estate transactions in just
the sixth and seventh wards of Baltimore City, areas north of Patterson Park; there
were over 1,000 sales in short periods of time where the price went up by more than
100 percent.

Bottom line—it is a very large and pervasive problem. One indice of the problem
and how it has grown is reflected in the number of foreclosure petitions filed in Bal-
timore city. Four or five years ago that number averaged 1,000 to 1,500 a year. In
1999 the rate was 5,000 or more a year, over three times as many. Foreclosures also
provide feedstock for predators who buy properties cheaply at auction.

The second point I’d like to make is that real estate predators prey especially on
neighborhoods where racial change is taking place. And the impact of their schemes
and scams is as devastating as the blatant blockbusting a few decades ago. To illus-
trate this fact, we have two maps. One shows the spread of suspicious sales trans-
actions against the racial demography of the city. The diparate impact on African-
American neighborhoods and the concentration of such sales in neighborhoods on
the fault line of racial change is evident.
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The second map shows 178 transactions all conducted among a close circle of in-
cestuous buyers and investors. This maps does not reflect the dozens of other opera-
tors with similar sales profiles, but smaller volumes, who have inflicted their harm
on these same neighborhoods. One of our coalition members, Ed Rutkowski, wrote
a book about this area called “The Urban Transition Zone”, analyzing this phe-
nomenon. Due to the tremendous impact of mortgage scams and flipping schemes,
I have recommended that city, state and federal agencies recognize the neighbor-
hoods of Patterson Park as a special impact area and work with us on a program
with substantial resources to ameliorate that impact. Such a program could also
then be applied in Belair-Edison, southwest Baltimore, Waverly and other neighbor-
hoods particularly undermined by real estate predators.

I have heard some people say that the victims of mortgage scams and flipping
schemes are really accomplices and not really deserving of assistance. While this is
undoubtedly true in some instances, it does not describe the vast majority of home-
buyers SECO and other coalition members have come to know. SECO staff and vol-
unteers visited over 50 families caught in the vice of these practices and conducted
in-depth interviews. We found many hard-working heads of households working for
low wages who wanted to achieve the American dream for themselves and their
children—to own a home. They were duped by people who said they could make that
dream come true. They were sold houses that were cosmetically repaired and in
some cases dangerous. Documents at settlement were falsified documents; in some
cases their signatures were forged or zeroxed from another form. In many cases the
documentation of a second mortgage was never shown to them. Even when fake gift
letters or phony down payments are arranged to qualify for FHA financing, they are
being coached by professional predators who say this is how it’s done. They are sur-
rounded by sellers, brokers, title company officials and others in a process they've
never experienced before. Don’t blame the victims, please; it isn’t fair in the vast
majority of cases.

In our examination of this problem, coalition members have come up with a num-
ber of legislative reforms and ideas. It is undoubtedly a complex problem requiring
a complex response. City, state, and federal agencies all need to examine themselves
to see if there are any ways that they are enabling predatory lending and real estate
practices. We need every level of government to identify and fund recovery plans
for neighborhoods most heavily afflicted by these practices. We need law enforce-
ment at every level to focus on the criminals and bring them to justice. We need
consumer protection actions that yield restitution for victims to the fullest possible
extent. We need non-profit agencies to strengthen the standards and conduct of
home ownership counseling with a focus on thwarting predatory practices and we
need to expand resources for such education and counseling. The greater Baltimore
Board of Realtors has focused on the need for more public education about home
buying and home ownership; I applaud those efforts.

In terms of federal agencies and legislation, there are a number of approaches
that I would ask you to consider.

1. Foreclosure moratoriums—Once we have identified sellers, mortgage brokers,
and lenders who have engaged in a pattern of fraudulent transactions, there should
be a moratorium on foreclosures involving those houses. The displacement of fami-
lies and all the secondary impacts of those dislocations ought not to proceed. During
the period of a moratorium the families, non-profit agencies, government agencies,
and the private sector can devise creative solutions. We are witnessing just such an
outcome for clients of Mr. Weitzman who are eligible for conventional loans and
monies for home repairs through the creative problem-solving efforts of First Mar-
iner Bank, the Abell Foundation, and Southeast Community Development Corpora-
tion.

2. Restrict the maximum mortgage broker fee which is now 8 percent of the mort-
gage amount. It encourages the inflation of housing prices. Charging the maximum
fee is not justified in most cases and its imposition is a form of price gouging of
consumers.

3. Eliminate the “yield spread premium”, the additional fee that brokers receive
for placing a loan at a higher rate than the buyers are eligible to receive.

4. Credit watch—HUD’s efforts to control lenders with unconscionable default
rates or other substandard practices needs to be reinforced. A federal judge has
questioned HUD’s authority to ban bad lenders. We have joined HUD in an amicus
brief to override the judge’s objections. We may need regulatory or legislative fine-
tuning for HUD to exercise the better controls.

5. We applaud the initiatives of U.S. Attorney Lynn Battaglia and Maryland At-
torney General Joseph Curran who have made mortgage scam investigations top
priorities for their offices. We recommend that attention be paid to the coordination
of investigations and prosecutions. We also recommend maximum consideration of
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restitution to victims or the creation of property receiverships in the community as
endpoints of law enforcement.

6. Predatory lending—Attached to my testimony is draft legislation which a sub-
group of the coalition put together aimed at controlling the predatory nature of high
interest loans in general. It takes a class of loans above a certain percentage of the
prime rate and says that in that class of lending the public needs extra protection.
It prohibits certain kinds of lending measures, such as balloon payments and nega-
tive amortization. And it requires of lenders that extra measures be taken to insure
that borrowers have the capacity to repay a loan. Lending with a total disregard
to repayment capacity is a prescription for failure and foreclosure; it is predatory
in nature. North Carolina has such a law. We should examine if anything along
these lines can be addressed at the national level.

7. We would like to see HUD and FHA put at least as much money and effort
into examining how aspects of their programs have contributed to this problem as
they put into touting the overall success of what they do. Ed Rutkowski of the Pat-
terson Park Community Development Corporation has submitted testimony out-
lining a tale of two FHASs, one largely successful in suburbia and strong neighbor-
hoods, the other a dismal failure and a contributing factor to urban blight.

8. Reform the way in which HUD manages and disposes of its properties. HUD
houses that stay vacant for a year or more are part of the problem not the solution.
Eventually the houses so deteriorate in value that speculators and perpetrators pick
them up cheaply for nefarious purposes and a cycle of victimization starts again.
Properties should be made more quickly and easily available to competent non-profit
developers.

Some members of the coalition say that absolutely no new legislation is needed.
I personally disagree with that stance. Under current laws, a grotesque real estate
market has developed in parts of Baltimore City that is utterly detrimental to all
honest efforts at community development. Under current laws, we allow incentives
for brokers to gouge consumers both in terms of fees and interest rates. At high in-
terest rates we allow practices that are predatory in nature. These practices must
come to an end and the kinds of legislative reforms discussed above as a whole will
help to close the door of real estate profiteering.

I want to end my testimony by referring back to one of the maps. Behind these
pins live three hundred children. In these houses we have seen higher levels of lead
paint poisoning and cases of asthma. On thus the coldest day of winter thus far,
some of these houses were without heat. Some of them still have dangerous elec-
trical systems, holes in the roof and rats in the basement. The American dream of
home ownership turned into a nightmare for these families. Theirs is a legacy of
continued discrimination and victimization at the hands of greedy individuals who
have little or no conscience. It is intolerable. We need your help to end this night-
mare.

PREPARED STATEMENT OF ED RUTKOWSKI, EXECUTIVE DIRECTOR, PATTERSON PARK
COMMUNITY DEVELOPMENT CORPORATION

My testimony focuses on two aspects of the current flipping crisis: the unrecog-
nized and unacknowledged existence of two markets for homeownership, and the
unchecked phenomenon of “investor-to-investor” flipping and mortgage schemes.

TWO REAL ESTATE MARKETS FOR HOMEOWNERSHIP: IMPLICATIONS FOR HUD/FHA

There are two real estate markets in this country as outlined in the table on the
following page. The primarily suburban market can be characterized as “healthy,”
while its counterpart, the primarily urban market, can be characterized as “weak.”
The “healthy” market also includes gentrifying and wealthy urban neighborhoods,
and the “weak” market also includes deteriorating first ring suburbs of cities like
Baltimore.

Too little attention has been paid to this dichotomy, especially by HUD and FHA
who play dominant roles in both markets. HUD policies and programs frequently
have profoundly negative effects on communities with weak real estate markets. Ex-
amples include an overwhelming emphasis on homeownership without sufficient re-
gard for loan quality, programs like Section 8 that concentrate poverty, and policies
on property disposition that do not take into account the neighborhoods in which
the vacant houses exist. These issues are covered more thoroughly in other testi-
mony, and in our book, The Urban Transition Zone—A Place Worth a Fight.

My testimony concentrates on the fact that HUD/FHA apparently does not recog-
nize the fact that there are two markets, nor does HUD/FHA address the con-
sequences of that fact. Programs, policies and practices that work well in one mar-
ket do not necessarily work well in another.
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As an example, when questioned at Senator Sarbanes’ hearing, Mr. Matt Franklin
stated that overall foreclosure rates for FHA-insured loans were 3 percent per year.
While that is an exemplary figure, that statistic neglects the fact that in some Balti-
more census tracts, FHA-insured foreclosure rates exceed 25 percent (source: Na-
tional Training and Information Center, NTIC, in Chicago—October 1998 data). As
a consequence, the 3 percent overall rate masks the very real problems which con-
tribute to, and result from the high foreclosure rates in some city neighborhoods.

Those problems have been discussed in detail in other testimony and include out-
right fraud with sad consequences for its victims and lenders, large numbers of va-
cant houses, acquisition of large numbers of properties by irresponsible absentee in-
vestors. Indirect consequences include increased middle class flight and further de-
terioration of urban neighborhoods.

As indicated in the second table on the following page, consequences of high fore-
closure rates on FHA-insured loans mirror the consequences of similar foreclosure
rates for subprime loans. That is to say that because of the high volumes of loans,
FHA practices have the same negative effect as subprime loans. Further, to the ex-
tent that HUD’s disposition processes are inadequate, the consequences can be even
worse.

The two real estate markets:

“hot” urban neighborhoods -

1. 'Primarily suburban; but Includlng

2 Prlmarﬂy urban, but including tailing
27 Hirgtring suburbs

Healthy demand

Weak demand

Rising values

Stagnant or failing values

Positive perception and environment for
development

Negative perception and environment for
development

Low forec asure rates

H gh foreclosure rates

Loans are typically free of outright fraud

Loans have significant signs of fraud (e.g.
forged documents, greatly overstated
appraisals)

Buyers are relatively sophisticated

Buyers are unsophisticated, uneducaled,
often minorities

Bad deals (e.g. fauity construction) are paid
off because of relatively high buyer income

Bad deals (e.g. fraudulent documentation,
cosmetic rehabilitation) resuit in forec osure
because of relativeiy low buyer income and
inabiiity to maintain home

Lender roles in the urban market:

Sub-prime.Role

'FHA-insured Role

Sub-prime lenders can afford high
foreclosure rates because of high interest
rates

FHA can afford high loreclosure rates
because of the subsidy provided by low
foreclosures in successiul markets

Effect of high toreclosure rates is severe on
urban neighbornoods:

+  increased vacancy rates

+ deterioration of housing stock

+ high level of acquisition by irresponsible
investors

Effect of high foreciosure rates is severe on
urban neighborhoods:

- increased vacancy rates

-~ deterioration of housing stock

high level of acquisition by irresponsible
investors

It is essential, then, that HUD/FHA recognize and deal with the distinction be-

tween these markets in the following ways:
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Track and aggregate foreclosure rates separately for the two markets by identi-
fying census tracts in which high foreclosure rates exist.

In communities with high foreclosure rates, implement stricter regulations that
will prevent fraud. These have been suggested in other testimony, and include more
frequent audits of lender practices, more frequent review of loans made, and in-
creased accountability of appraisers. However, HUD must avoid the “one size fits
all” when underwriting loans in these communities. Otherwise, legitimate loans will
not be made to deserving borrowers who do not match the “suburban type.”

In some communities with high foreclosure rates, there is capacity to partner with
HUD to improve housing stock through non-profit organizations like the Patterson
Park CDC. HUD’s Asset Control Areas are a good beginning. However, further pos-
sibilities should be examined, such as partnerships that renovate properties while
still under HUD ownership. Other flexible arrangements should be studied and im-
plemented.

Subsidize neighborhood redevelopment in fragile urban neighborhoods with high
foreclosure rates. As matters stand, insurance premiums from healthy markets sub-
sidize excessive losses in weak markets. It would be wiser to subsidize neighborhood
redevelopment to prevent high foreclosure rates.

Consider the possibilities using the neighborhoods around Patterson Park as an
example. In an area of approximately 3,000 houses, we believe that in the recent
past there have been about 50 FHA foreclosures per year. If HUD loses $25,000 per
foreclosure, that represents a loss of $1,250,000. There is every reason to believe
that the number of foreclosures could be reduced to 10 per year: there were less
than 5 total foreclosures (including non-FHA) in 1989. Ten foreclosures per year
would net HUD a savings of $1,000,000 per year.

According to our records, in 1999 the average HUD foreclosure occurred at a price
of $54,000. HUD sold at an average price of $32,000, not including various dis-
counts. This would indicate that the average cost to HUD of these foreclosures was
well in excess of $25,000.

Implement a pilot program to test this idea in several cities/communities. That
is, for the next ten years, invest directly at least $1,000,000 per year in community-
based organizations to determine the extent to which foreclosures can be reduced.

Finally, conduct an analysis of each real estate market: “healthy” and “weak.” Use
that analysis, in conjunction with the advice of local practitioners to develop insur-
ance programs and housing strategies that actually suit those markets. This would
avoid the “one size fits all” approach that does not work today.

INVESTOR-TO-INVESTOR FLIPPING AND MORTGAGE SCHEMES

In the recent publicity about “flipping,” most attention has been paid to fraud in-
volving flipping of homes from investors to first time homebuyers. Less publicity has
been paid to schemes which defraud lenders in transactions between two investors.
This is not a problem related to the circumstances described above—these loans are
rarely insured by FHA. However, this is an important issue that must be diligently
investigated and prosecuted by appropriate authorities.

Many of these kinds of transactions occur in transitional neighborhoods where
market appreciation is weak or non-existent. In fact, property values are often fall-
ing. In addition, rents are often low and stagnant, and the economic circumstances
of tenants often dictate frequent tenant turnover with consequent high operating
costs.

In this environment, it is very difficult, if not impossible to make money as a re-
sponsible landlord. Therefore, a number of investors have developed a scheme in
which money can be taken out “up front” by creating a mortgage based on an ap-
praisal that overstates the value of the property. In order for these schemes to work,
there is some evidence that outright fraud is a necessary component. The following
paragraphs highlight the mechanics.

A typical transaction:

—A buys a property for $9,000, plus $2,000 in settlement costs

—A performs cosmetic rehabilitation for $6,000, now having $17,000 invested

—A sells to B for a contract price of $47,000, based on an overstated appraisal

—A helps B secure a mortgage for $37,000, possible with less than 80 percent

loan-to-value (LTV)

—A issues a (possibly) uncollectable $10,000 second mortgage to secure the deal,

or uses fraudulent or forged documents to demonstrate a $10,000 down payment

What happens at settlement?

—Lender provides $37,000

—A gets $27,000 as the “real” purchase price, netting $10,000

—B nets $5,000 in a “cash back” arrangement
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—Settlement fees are $5,000, netting the mortgage broker $2,500 in “excess” set-

tlement fees (a typical settlement should not exceed $2,500)

What happens over the course of a year?

—A repeats this process 30 times (10 times for each of 3 B’s.), making $300,000

—B repeats this process 10 times, making $50,000

—The mortgage broker repeats this process 90 times (3 times for each of 3 inves-

tors), making $225,000

In 90 transactions (three A’s, nine B’s and one mortgage broker), $2,025,000 is
pulled from the community and lenders before any value is given back by way of
housing stock renovation and loan repayment.

What is wrong with this picture? There are a number of reasons to suspect out-
right fraud. The transactions require appraisals that are unsupported by the real
estate market and the level of rehabilitation. The lender is defrauded because it is
lending $37,000 on a $27,000 house. B is defrauded because the cosmetic rehab will
require maintenance beyond that supported by the rent (though B may well buy a
BMW with the ten $5,000 “cash backs” from these transactions, thereby leaving
himself insufficiently capitalized to have a successful rental portfolio).

Finally, the neighborhood is hurt because it will very likely have a nuisance ten-
ant (B is not likely a good property manager), and eventually a vacant house when
B defaults. At least in Baltimore, the neighborhoods in which this scheme is preva-
lent are also neighborhoods in which foreclosure rates are high. There is some evi-
dence that concentrations of Section 8 families exist, in these neighborhoods as well.
The linkage of these factors in declining neighborhoods argues for additional finan-
cial and other resource support for these neighborhoods.

QUESTIONS FOR UPCOMING COMMITTEE HEARINGS
APPROPRIATIONS COMMITTEE HEARINGS ON HUD APPROPRIATION

Do certain census tracts show very high foreclosure rates?

Are HUD houses in those census tracts sold primarily to investors?

In 1998, how much did HUD lose due to foreclosures in high vs. low-foreclosure
census tracts, say tract 602 (25 percent foreclosures for loans made between 1987
and 1997) vs. tract 104 (5 percent foreclosures)?

Is HUD doing anything to restore neighborhoods damaged by highly foreclosure
rates?

Are there sufficient safeguards for loans insured by FHA, especially in high-fore-
closure census tracts?

Do census tracts with high FHA foreclosure rates also have high Section 8 con-
centrations?

If so, would that implicate HUD in neighborhood deterioration?

BANKING COMMITTEE HEARINGS ON OVERSIGHT

Are FHA-insured leaders sufficiently regulated, especially with regard to apprais-
als, underwriting criteria?
Is the subprime market sufficiently regulated?

ANDRE R. WEITZMAN AND ASSOCIATES,
Baltimore, Maryland, March 22, 2000.
Hon. BARBARA A. MIKULSKI,
U.S. Senate, Washington, DC.

DEAR SENATOR MIKULSKI: An aggressive review of FHA lending performance in
Baltimore City is sorely needed and, under your leadership, I am confident that is
precisely what will happen.

I have been working on this issue for the past two years, alone for much of that
time, but for the past year in association with the Coalition to End Predatory Real
Estate Practices under the capable leadership of Ken Strong.

Ken has advised me that he forwarded a lengthy report to your staff that I wrote
for the Coalition last April. In advance of the hearings to be held next week I would
like to touch on a few points that have come up during litigation that I have han-
dled, and that have come to my attention through various interactions with mem-
bers of the Coalition.

In addition, I enclose an outline of the causes of “flipping” that was prepared and
submitted with my appearance before Mayor O’Malley’s transition committee on
housing. Also enclosed are certain pages from the HUD manual for lenders on FHA
loans that I will mention below.
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OVERSIGHT AND QUALITY CONTROL

Enclosed are 10 pages from HUD’s Directive No. 4060.1—Mortgage Approval
Handbook Chapter 6 Quality Control Plan. I obtained this document from HUD’s
website. Based on testimony from loan officers during pending litigation, it is a doc-
ument that is required to be retained and updated in every lenders office that origi-
nates FHA insured loans.

The directive mandates the creation and maintenance of a written quality control
plan, sets standards for selecting loan packages for review, and prescribes reporting
requirements.

Most critical to this directive is Section 6—4 (appearing at page 6—7)—Guidelines
for Selecting Single Family Loans for Loan Origination Quality Review (highlighted
for your convenience).

This section creates twenty “Red Flags” that should alert lenders to questionable
loans. In the thirty some sets of loan documents that I have reviewed, at least six
red flags appear on the face of the documents, yet none were reviewed and none
were turned down.

It seems inconceivable that over 1,000 bad FHA loans could have been made to
low income first time home buyers in Baltimore City if lenders had followed the di-
rective for conducting quality control reviews.

Given that most flippers do multiple transactions with the same lender, the re-
peated appearance of red flags should have alerted lenders to look more closely at
transactions originated by the same seller.

However, an inference can be drawn from the high volume of bad loans completed
in such a short time that goes beyond mere negligence. Given the highly question-
able nature of these loans, lenders may have consciously chosen to ignore the need
for corrective measures, which, if reported as required, may have jeopardized their
inevitable claims under the FHA insurance fund when defaults and foreclosures
would occur.

I am unaware of whether any of the FHA financed flips that went to foreclosure
and generated subsequent insurance claims were ever denied coverage by HUD, or
ever even investigated.

FORECLOSURE TIME BOMB

Flipping, both subprime financed and FHA financed, has exacerbated the explo-
sion of foreclosures filed in Baltimore City. St. Ambrose has done research that
shows the number of foreclosure petitions filed in Baltimore City has risen from an
average of 1,000 petitions per year to over 5,000 petitions just since 1995.

FHA financed loans are slower to go into default and foreclosure than are
subprime financed transactions, mostly because of the lower payments due under
FHA loans and slightly better credit qualification of the borrowers.

However, the grossly inflated appraisals supporting the FHA financed trans-
actions makes it likely that any future transfer of the property can only be accom-
plished by foreclosure. I reach this conclusion on the assumption that prices obtain-
able in the “true” market will not increase sufficiently to cover the amount of debt
placed on these homes by the phony market under which they were purchased.

At some point property must be transferred, sometimes because of unforseen cir-
cumstances such as death, divorce, or even marriage. At that point a house worth
only $40,000 (or less) in the market for home-owner to home-owner sales cannot be
sold if the principal balance on the mortgage exceeds $50,000.

Baltimore will continue to have a high default rate on FHA loans as cir-
cumstances catch up to the victims over the next several years, unless loans are
modified to reflect true market values of the properties.

TAX CONSEQUENCES

In many instances I have been able to obtain loan modifications for victims, re-
ducing their indebtedness by 50 percent or more. In those instances lenders issue
an IRS Form 1099 and treat the loan reduction as a forgiveness of indebtedness.
It is my belief that if the reduction is in connection with settling a disputed claim
or lawsuit, then consideration is given making the reduction non-taxable.

There are thousands of low income families nationwide who are in the same posi-
tion, but who are likely to be unfairly taxed on reductions of loan balances that were
fraudulently inflated. through flipping schemes.

DISPOSAL OF HUD HOMES

Among the worst of the collateral effects on neighbors and neighborhoods caused
by flipping is the increase in vacant “HUD” homes, and the inordinate length of
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time required to re-sell the property. At a minimum a HUD home is vacant for at
least a year. The impact on adjacent home owners can be devastating in terms of
property value, neighborhood appearance, and public safety issues.

STRENGTHEN HOME OWNERSHIP COUNSELING AND EDUCATION—CREATE A RIGHT OF
RESCISSION

In instances where home ownership counseling is mandatory, it is often done
hastily and on the eve of settlement when counseling is least effective.

I have suggested a method for increasing the effectiveness of home ownership
counseling without necessarily increasing the funds required to provide counseling.

A standard can be established, based on the income level of the borrower or the
availability of public money to subsidize the transaction, under which mandatory
counseling must be obtained during a set period of time that would be co-extensive
with an absolute right to rescind and cancel the transaction being afforded to the
buyer/borrower. If the counseling is not obtained, then the public subsidy could be
withheld, or the loan made ineligible for FHA insurance.

This concept is similar to the right of rescission provided by the Truth-In-Lending
Statute, and would protect both the low income buyer and the public from abuses
such as we have seen in our recent experience.

A further requirement for mandatory counseling must be that the counseling
agency is wholly independent of the seller and the lender, and receives no financial
support from persons whose economic interest is adverse to the buyer.

Thank you for taking the time to consider these comments. I am available to you
or your staff for any further assistance that you may need.

Respecfully submitted,
ANDRE R. WEITZMAN,
Lauwyer.
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ROBINSON STREET FLIPS
7/1/96 TO 7/1/99
300 North to 600 North
Compiled by Andre’ R. Weitzman from Public Records
ADDRESS ACQUISITION | RESALE | SELLER FINANCING | STATUS
PRICE/DATE PRICE/ : 3/25/06
DATE
305 $17,000 $45,934 Beeman Sub-prime Occupied
5/15/96 5/15/96 (Cityscape)
315 $3000 $55,900 Holding FHA Occupied
7/13/98 11/13/98 | Pile (Harbor
Residential | Financial)
LLC
316 $16,000 $71,500 Beeman Sub-prime* Occupied/
7124197 10/6/97 (AHOYO) (Southern Pending
Pacific) Settlement
418 $33,000 $62,000 Joseph V. Advanta Occupied
3/16/99 3/16/99 | Smith (Sub-prime)*
423 $18,000 $58,000 W. Duersch | FHA Occupied
10/17/97 10/7/98 (AHIAH) (American
Skycorp).
424 $15,000 $49,400 James Smith | FHA Occupied
6/19/97 1/26/98 (Capitol
Mortgage
Bankers)
432 $15,000 $54,000 Superior Sup-prime* Occupied
1/4/99 1/4/99 Property (Equicredit)
434 $14,250 $54,000 Superior Sub-prime* Occupied
12/31/98 12/31/98 | Property (Equicredit)
436 $20,000 $83,000 Beeman Sub-prime* Vacant/
11/15/96 2/27/97 (Weyerhauser | Pending
Mortgage) Settlement
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ROBINSON STREET FLIPS
7/1/96 TO 7/1/99

300 North to 600 North
Compiled by Andre’ R. Weitzman from Public Records

ADDRESS ACQUISITION | RESALE | SELLER FINANCING ([ STATUS
PRICE/DATE PRICE/ 3/25/00
DATE
500 $22,000 $56,000 L. Duersch | FHA Occupied
12/9/97 5/28/98 (Mayfield (Capitol
Assoc.) Mortgage
Bankers)
501 $20,000 $84,615 W. Duersch | Sub-prime* Occupied/
10/2/97 12/15/97 | (AHIAH) (Southern Will vacate
Pacific) Pending
Settlement
503 $26,300 $51,000 Beeman FHA Occupied
10/18/96 5127197 (Columbia
Bank)
510 $19,000 $53,000 John Smith | FHA Occupied
3/31/97 8/7/97 Realty, Inc. | (Homestead
Mortgage)
516 $18,000 $82,000 W. Duersch | Sub-prime* Occupied
7/23/97 10/6/97 (AHIAH) (Conti) Pending
Settlement
517 $15,500 $54,000 New Sub-prime* Occupied
2/19/99 4/9/99 American (Presidential)
Properties
518 $7,500 $45,000 Michael A. | Sub-prime* Vacant
2/17/99 3/10/99 Sheldon (LL Funding)
530 $13,000 $79,000 Gekko Sub-prime* Vacant
6/25/97 9/15/97 Holding (First
LLC Keystone
FSB)
533 $23,000 $70,000 Beeman Sub-Prime* Vacant
2/7197 4/10/97 (AHOYO) (Weyerhauser)
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ROBINSON STREET FLIPS
7/1/96 TO 7/1/99

300 North to 600 North
Compiled by Andre’ R. Weitzman from Public Records

ADDRESS ACQUISITION | RESALE | SELLER FINANCING | STATUS
PRICE/DATE PRICE/ ‘ 3/25/00
DATE
600 $13,000 $85,000 Beeman Sub-prime* Vacant
/7197 4/25/97 (AHOYO) (Weyerhauser)
606 $21,000 $70,000 Beeman Sub-prime* Occupied
6/7/96 7/18/96 (refinanced for | Settled -
$70,000 by loan
Advanta) reduced to
$24,000 by
Advanta
610 $18,000 $84,000 Beeman Sub-prime* Occupied
10/25/96 1/10/97 (Conti) Pending
settlement
613 $21,500 $54,900 George FHA Occupied
9/19/97 1/15/98 Schiaffino (Harbor
Financial)
515 $27,000 $52,900 George A. FHA Occupied
2/18/98 12/15/98 | Schiaffino (Harbor
Financial)
625 $21,000 $83,000 L. Duersch | Sub-prime* Occupied
5/9/97 5/9/97 Mayfield (Wilshire) Pending
Properties Settlement
627 $13,000 $53,000 L. Duersch | FHA Vacant
10/17/97 10/17/97 | Mayfield (Capitol
Properties Mortgage
Bankers)

*Subprime financing is usually accompanied by a seller second mortgage to make
up the difference in the first mortgage and the sale price. The seller seconds are
usually undisclosed to the buyer and never collected on. The seller seconds are typi-
cally released without consideration when the purchase money loan is refinanced.

It can be assumed that all properties are appraised for the sale price prior to set-

tlement.

Many FHA financed transactions received SELP loans through Empower Balti-
more or the Baltimore Department of HCD.
There are numerous other suspicious sales based on price, but the acquisition

price and date was not available from the records reviewed.
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DEPARTMENT OF ASSESSMENTS AND TAXATION
CITY ASSESSMENTS REDUCED DUE TO REAL ESTATE FLIPPING

Property assessments on homes in several neighborhoods in East Baltimore will
be reduced an average of 24 percent, as a result of a reassessment done to evaluate
the impact of real estate flipping in Baltimore City. The neighborhoods, near Patter-
son Park, have been the recent focus of high levels of fraudulent real estate trans-
actions.

All real estate in Maryland is normally reassessed on a three-year cycle, However,
due to many published reports detailing cases of fraudulent real estate transfers in
Baltimore City, the Director of the State Department of Assessments and Taxation
recently ordered an out of cycle review of certain neighborhoods two years before
their scheduled reassessment. The Department analyzed current real estate sales
and existing sales listings, after excluding transactions that appeared to be inflated
above market value. The review concluded that several neighborhoods in the Patter-
son Park area were currently assessed above market value.

Reassessment notices will be mailed to the 3,728 affected property owners on De-
cember 27th as part of the larger three-year reassessment mailing. Assessed values
for these properties currently average $46,973 and will be reduced to an average
of $35,950. The new date of valuation will be January 1, 2000 and the changes will
be effective for the tax year beginning July 1, 2000.

For further information contact the State Department of Assessments and Tax-
ation at (410) 767—-4881.

Detail of Areas Receiving Special Reassessment

Assessment Neighborhood 06.01.01 (Area Description—North of Balti-
more Street, East of Lakewood Avenue, West of East Avenue, and
South of Pulaski Highway):
Number of Accounts Adjusted .........cceeveeeiiieriieiiienieeiieere e 1,033
Current Average Value .. $45,271
Adjusted Average Value $34,879
Assessment Neighborhood 06.01.02 (Area Description—North of Balti-
more Street, East of Wolfe Street, West of Lakewood Avenue, and
South of Fayette Street):
Number of Accounts Adjusted .........cceeveeriiieiieniiienieeieee e 982
Current Average Value $45,024
Adjusted Average Value $36,732
Assessment Neighborhood 07.01.01 (Area Description—North of Madison
Street, East of Luzerne Avenue, West of Edison Highway, and South
of Eager Street):
Number of Accounts Adjusted ........ccccveveeiiieiiieeeiieeeeee e 492
Current Average Value $42,354
Adjusted Average Value $34,475
Assessment Neighborhood 26.01.06 (Area Description—North of Balti-
more Street, East of East Avenue, West of Haven Street, and South
of Pulaski Highway):
Number of Accounts Adjusted .........cceeveeeviierieeniienieeiierie e 648

Current Average Value $46,768
Adjusted Average Value $35,991
Assessment Neighborhood 26.01.07 (Area Description—North of both
sides of Lombard Street, East of Highland Avenue, West of Haven
Street, and South of Baltimore Street):
Number of Accounts Adjusted .... 573
Current Average Value ............... .. $50,018
Adjusted Average ValUe ........ccccocuevveeeeeriiiiiieieieeeeetesreeesee e ssesenens $37,695
Total All Areas:
Number of Accounts Adjusted .........ccceeveeriierieriiienieeiteree e 3,728
Current Average Value $46,973
Adjusted Average Value $35,950
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NATIONAL TRAINING AND INFORMATION CENTER,
Chicago, Illinois, November 2, 1999.
KEN STRONG,
South East Community Organization, Baltimore, MD.

KEN: Thanks for the opportunity to present the FHA foreclosure information to
the coalition. You have a diverse group that seems dedicated to making something
happen to put an end to the property flipping in Baltimore.

On the FHA front you are in a unique position because Senator Sarbanes is the
ranking Democrat on the Senate Banking Committee, the committee that oversees
HUD and the Federal Housing Administration. This position is strengthened by the
fact that Sarbanes may be wanting to please community groups after being part of
a financial reform negotiation that essentially guts the Community Reinvestment
Act. The following are possible avenues that the coalition could take toward pre-
venting FHA foreclosures and HUD abandonment through Sarbanes.

Homebuyer Protection Plan (FHA appraisal reforms)

Have the local HUD office present their plan for ensuring the implementation of
the Homebuyer Protection Plan.

Ask the local HUD office to investigate appraisers that are involved with fraudu-
lent appraisals. These appraisers can be taken off the FHA approved list. We have
been successful in doing this in Chicago.

Credit Watch (Lender Monitoring)

Because this program is under attack by the mortgage bankers it is extremely im-
portant that Senator Sarbanes knows that community organizations support this
HUD effort and that they want HUD to continue to develop legal strategies that
cutoff lenders with extremely high default rates.

Foreclosure Prevention

Push Sarbanes to advocate for a moratorium on foreclosures for families who
bought over appraised homes with FHA loans and have HUD be aggressive in push-
ing lenders for Loss Mitigation tools to restructure loans for families. We were able
to keep hundreds of families in their homes through the agreements we reached in
Buffalo and Chicago.

Property Disposition

Push Senator Sarbanes to create Asset Control Areas in Baltimore neighborhoods
that have community development corporations with the capacity to redevelop large
numbers of HUD properties. Ed Rutkowski from Patterson Park seemed especially
interested in bringing this pilot to his area.

If you have any questions about these avenues or want to talk about other ideas
that you are considering, please feel free to give me a call. Also, I would suggest
that you have a conversation with Jason Kiely from our office about what groups
around the country are doing on the issue of predatory subprime lending. He has
quickly become a national expert on the issue and is organizing around a state bill
that would tighten the screws on predatory mortgage brokers and subprime lenders.

Sincerely,
GEORGE GOEHL,
Housing Director.
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N'nc National Training and Information Center

810 N. Milwaukee Ave. O Chicago, lilinois 60622-4103 (3 (312) 243-3035

Foreclosures Completed
2,506 Forclosures Completed as of October 1998
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NTlC National Training and Information Center

810 N. Milwaukes Ave. T Chicago, lllinols 60622-4103 O (312) 243-3035

Foreclosures Started
677 Foreclosures Started as of October 1998
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NTIC National Training and Information Center

810 N. Milwaukee Ave. O Chicago, lllinols 60822-4103 O (312) 243-3035

Delinquencies
946 Seriously Delinquent Loans as of October 1998
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810 N. Milwaukee Ave. O Chicago, lllinols 80822-4103 O (312) 243-3035
of August 23, 1999

Single Family Homes in HUD’s Inventory as

NT'C National Training and Information Center
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[From City Limits, November 1999]
THE HARLEM SHUFFLE

(By Kemba Johnson)

After spending the last two decades buying and fixing up houses for Long Island-
ers, Larry Nelson decided this spring that it was time to get into the nonprofit hous-
ing business. Launching the Alliance for Individualized Ministries (AIM) and sign-
ing up for a federal loan program for rehabbing old dilapidated buildings, Nelson
thought only of creating cheap, decent housing for poor families in and around
Hempstead. He never imagined he’d be making someone else rich.

Then a contractor friend told him that he knew some people who could help Nel-
son become a nonprofit development expert. There was just one catch: Nelson would
have to go a little farther afield—to Harlem and Brooklyn, in fact. “They told me
there were brownstones that I could pick up and help people get affordable hous-
ing,” Nelson recalls.

Within the month, a real estate lawyer named Andrew Graynor had set Nelson
up with a mortgage company in Farmingdale, Long Island, and a real estate ap-
praiser in Melville. The contractor friend also introduced Nelson to one of Graynor’s
clients, a real estate investor named Howard Finger, who found 10 brownstones for
him to buy in Upper Manhattan and Brooklyn. Nelson says Graynor even gave him
$5,000 per property to cover business expenses. For Nelson, the deal sounded great:
He would buy the buildings, rehab them immediately, and transfer the mortgage
to new buyers soon after.

But he soon found out that Graynor’s generosity wasn’t quite what he bargained
for. In fact, it came at a high price: hundreds of thousands of dollars. That’s the
profit that Finger’s real estate company, No Exit Place Realty Corp., made when
it sold Nelson the buildings. No Exit Place bought each townhouse cheaply, passing
it on to Nelson within a day or two at a substantial markup. In August No Exit
Place bought 52 West 126 Street for $130,000, then sold it to Nelson the next day
for $262,000. In another transaction, 66 West 126th Street, the realty paid $130,000
and sold it the same day to Nelson for $206,000. (All sale prices in this story are
calculated based on property transfer taxes.) So each time he bought a building,
Nelson was on the receiving end of someone else’s property flip—and each time, he
paid handsomely for the privilege.

All the elements of the deal, from loan to realty company to appraiser to mortgage
lender, fit together neatly. Nelson was getting his buildings through insured loans
backed by the Federal Housing Administration, courtesy of a unique program that
combines both purchase price and rehab costs into one insured mortgage. In con-
sultation with the appraiser, the mortgage company approved loans large enough
to meet No Exit Place’s steep asking prices, even though the buildings needed exten-
sive work and had been on the market for much less just days before.

Nelson soon figured out that it wasn’t such a great deal after all. “As a nonprofit
organization I really lost money when I should have gone to the seller and not used
the middleman,” Nelson says ruefully. “It’s totally legal, but it just didn’t sit right.
There was a lot of money to be made.” By May, Nelson was fed up with No Exit
Place, Graynor and the contractor friend who started it all. He decided to get out
of the deal, demanding that they sell off the properties for him immediately.

“We sell property at a fair market value,” Finger responds. “Right now market
value is $250,000 and $260,000, and I sometimes sell under fair market value.”

Graynor, too, says that his real estate clients sell within the going market rate—
they just happen to find great deals when they buy property. “[Nelson] may not be
getting the same deal that my client got. That is the nature of real estate invest-
ment,” Graynor says. “No one is forcing them to buy.” Asked whether he recalls pro-
viding $50,000 to Nelson, Graynor responds, “I honestly do not know.”

As a former businessman, Nelson isn’t opposed to realtors earning healthy prof-
its—it’s just that markups of up to 100 percent are a bit more than healthy. His
goal was to build affordable housing, but buying these buildings at pumped-up
prices meant that his buyers would have to assume high mortgages. The last thing
Nelson wanted to be doing in Harlem and Brooklyn was creating housing that resi-
dents couldn’t afford, and this deal made him feel like a conduit between realtors
and obscene profits. “[These profits] should be channeled to people who need afford-
able housing, not lining their pockets,” he complains. “In this case, AIM doesn’t
walk away a winner. I walk away a supplier.”

In this case, what turned Nelson from a developer into a supplier was FHA’s
203(k) loan program. The program, designed to promote home ownership for poor
and middle-income people, is set up to help individuals and certain pre-approved
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nonprofits afford the risky, expensive project of rehabbing old housing. With the
U.S. Department of Housing and Urban Development insuring the loans, the pro-
gram makes mortgages easier to get in neighborhoods where that’s not always sim-
ple. It has exploded in recent years: In the New York area, there are nearly 10
times as many 203(k) loans today as there were three years ago.

But for real estate operators, 203(k) has also been easy pickings. In 1998, three
Brooklyn-based nonprofits enrolled in the loan program discovered that they had
been burned by their mortgage companies, which promised them one-stop housing
rehabs but instead hooked them up with overpriced buildings and shoddy construc-
tion. Left holding uninhabitable housing and high mortgages they can’t pay, the
nonprofits are now in the process of defaulting on 300 properties and $60 million
in loans. HUD has launched an investigation into the deals.

Meanwhile, three other out-of-town nonprofits in the program, Family Preserva-
tion Center, Word of Life Ministries, and St. Stephen’s Baptist Church, are still fix-
ing up dozens of Harlem buildings. With every building, Graynor’s realty clients
paid tiny sums ranging from $20,000 to $165,000, and the nonprofits paid much
higher prices days or weeks later—up to $365,000. “They have a nice little network
going,” Nelson says. “What they did to me, they’re doing to the next nonprofit and
ones after that.”

Three years ago, HUD banned for-profit investors from this program, citing prob-
lems with profiteering and corruption. Now, City Limits has learned, for-profit inter-
ests are once again profiting mightily from 203(k). The result: overpriced properties
in poor neighborhoods, quick-flip speculation, and, in Brooklyn, a chain of expensive
defaults. “This is so big and such a mess, it'll take [HUD] years to figure this out,”
says a HUD official close to the Brooklyn investigation. “By that time there will be
so many [nonprofits] in default.”

In the process, a HUD program that is supposed to bring new affordable housing
to neighborhoods like Harlem and Bed-Stuy has so far primarily made money for
the middlemen. Nonprofits that know little about housing get sucked into expensive,
complex and risky rehab projects. The loan program has allowed outsiders to cash
in, jacking up housing prices and producing $400,000 brownstones and $1,000 rent-
als that few neighborhood residents can afford. The 203(k) program is supposed to
bolster home ownership. Instead, the invasion of the Long Island realties, backed
with government money, is pushing housing out of reach—and turning Harlem into
a cash machine.

The federal housing program that made all this possible was devised to plug a
hole in the housing finance market, one that makes it hard to renovate old buildings
in poor and moderate-income areas. Generally, a developer who wants to buy and
fix up a decrepit building has to get two loans: one for the purchase and one for
its rehabilitation. But banks are often reluctant to make a double loan on a building
that needs a lot of work, especially in neighborhoods like Harlem, explains Matthew
Lee, executive director of the Bronx finance industry watchdog Inner City Press.
Says Lee, “The bank thinks, ‘What do we get if you don’t pay—a run-down house?””

So 203(k) essentially works like an insurance fund, making bankers feel more
comfortable with these risky loans by putting a government promise behind their
cash. Under the program, banks and mortgage companies hand out purchase and
rehab loans in one mortgage package of up to about $400,000. Construction must
be completed within six months, which is also when the first mortgage payments
come due. From a bank’s point of view, the greatest virtue of the program is that
if a buyer defaults, the lender gets paid back in full—including costs—from an FHA
insurance fund.

The program has been around since 1961, but only recently has it caught on. Na-
tionwide, the program grew from an average of 3,000 loans in the early 1990s to
17,000 in 1996 alone. Locally, it has exploded. In New York City, Westchester, Long
Island and Rockland County, there were 134 loans in 1996. Last year, there were
1,128. It will probably get bigger. HUD has been pushing the program with a na-
tional promotion tour.

But as early as 1996, HUD’s auditors found that the program is “highly vulner-
able to waste, fraud and abuse by investors and nonprofit borrowers.” HUD re-
searchers studied 203(k) loan records from seven states and found abuses in every
one of them. Lenders failed to make sure rehab work was completed. Appraisers
overpriced property. Nonprofits got overwhelmed, trying to restore too many homes
at once. Some contractors, realtors and agents insisted on unusually high fees.

The auditors concluded that the problem with 203(k) rests in its design, which
puts too much responsibility for oversight on lenders. As the program is structured,
lenders have little incentive to watch the shop, and plenty of reasons to make lots
of loans. First, they make their money through the fees and closing costs they get
for each loan completed. Second, they're guaranteed a refund from the federal gov-
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ernment if anything goes wrong. Also, the auditors found the program was ripe for
abuse by profit-seeking investors, who could make money whether or not the project
ultimately succeeded. Spurred by the report, in late 1996 HUD barred for-profit
property investors from the 203(k) program, as it already had done with some other
FHA loan programs.

But in New York City, for-profit investors have apparently found a way back into
the loop. “They have recreated an opportunity for themselves to make a lot of
money,” charges Ginnie Phillips, executive director of Helpline Soul Rescue Min-
istries in Crown Heights. Her group is one of the Brooklyn organizations now de-
faulting on their 203(k) loans. As profiteering players return, New York is now see-
ing practices alarmingly similar to the abuses HUD described in its report.

Phillips’ journey into real estate hell began with a phone call in 1997. Mortgage
Lending of America invited Helpline to buy homes in eastern Brooklyn. The organi-
zation had just been accepted to HUD’s list of approved nonprofits for the 203(k)
program, but had done only small-scale housing redevelopment.

Mortgage Lending of America vowed to take care of that, introducing the non-
profit to Tri-Metro, a realtor in Ozone Park, Queens, which would buy properties
for Helpline and arrange for contractors to rehab them. “They contact the nonprofit
and promise to set them up in an affordable housing program,” recalls Phillips. To
sweeten the deal, Helpline would get $5,000 in administrative reimbursements from
Tri-Metro each time it bought a building with its FHA line of credit. There was just
one catch: In the same written agreement with Tri-Metro that guaranteed Helpline
the cash, Phillips signed a statement saying she wasn’t allowed to see the buildings
before or during construction.

The deal was tempting: armchair housing rehab, with a bonus to boot. Besides
Helpline, at least two other groups in Brooklyn bought into the idea. Once the real-
tor selected the houses for purchase, Mortgage Lending of America sent its outside
appraiser, CLA Inc., to green-light the sales price and rehab estimates for the build-
ings—99 of them in all. The longer Helpline worked with the lender and the realtor,
the more expensive the homes became, starting at $70,500 in September 1997 and
peaking at $275,000 at the end of 1998. Subsequently, a UPN 9 News investigation
in June found that these buildings appeared overvalued. For one five-unit fixer-
upper at 706 Essex Street in Brownsville, the group paid $275,000; Channel 9 found
that the median price for 40 homes sold in the area that year was $150,000.

For Phillips, agreeing not to see the homes was her biggest mistake—and the de-
tail her realtor relied on. She says Mortgage Lending of America refused to let her
see the appraisal records and closing documents, and her request to get a new ap-
praiser was rebuffed. “We were shut out of the process,” Phillips says. “We were un-
happy and could not get any information.”

So in late 1998 Phillips hired her own lawyers and broke her contract with Tri-
Metro. When she eventually saw the properties, sagging floors and leaky pipes were
recurring motifs. Walls were easily punctured, tubs were not supported by the bath-
room floors and a tiled shower wall was easily removed, showing daylight through
the cracks. Helpline’s independent appraiser and HUD officials who later saw the
houses said most of the homes were overappraised—some by as much as 50 percent.
Eeither Mortgage Lending of America nor CLA returned repeated calls from City

imits.

To repair hundreds of such houses would have been extremely costly, so Helpline
and the other nonprofits braced for default. A HUD investigation ensued, and an
official close to the investigation tells City Limits that perhaps only 40 percent of
the rehab money went into the property. The rest went to fees and other charges,
payable to Tri-Metro and its subcontractors.

Including Helpline’s buildings, there are about 300 properties in Brooklyn now de-
faulting on 203(k) loans. The federal agency is trying to stem the tide: In Sep-
tember, it barred Mortgage Lending of America from the FHA loan program, citing
its high default rate—16.8 percent, compared with the 5 percent average for metro-
politan area FHA lenders. But the same HUD official, who asked not to be identi-
fied, believes there are already many other defaults waiting in the wings. He esti-
glaaelsl that by the time HUD repays all these flops, the agency will be out by about

1 billion.

HUD'’s insurance fund is supposed to take run-of-the-mill defaults and the occa-
sional scandal in stride. It’s replenished with a 0.5 percent annual charge passed
on to every 203(k) borrower. But any substantial rash of defaults could ultimately
lead to an increase in insurance premiums, says HUD. And nonprofits that use
203(k) have other concerns. “If there are investors using the program under the
guise of nonprofits, it could lead HUD to place more restrictions on the nonprofits,”
says David Beer, director of housing development at Neighborhood Housing Serv-
ices, which has rehabbed nearly 70 buildings through 203(k).
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Since Channel 9’s story, another five nonprofits with nearly 200 more properties
in New York have reported that they’ve been stuck with poorly rehabbed properties
in 203(k) deals. “Nonprofits usually have been victims because they don’t know
enough,” Phillips laments. “They’re literally being exploited until they wake up and
are left with buildings they can’t sell.”

Drew Graynor was able to transform Larry Nelson into a nonprofit developer at
a blistering pace. The $50,000 that Nelson’s organization got from Graynor for his
10 properties helped Nelson prove to HUD that his group had emergency cash re-
serves on hand. “He is the man,” Nelson says of Graynor. “He arranged everything,
my banks loans and everything. He introduced me to the mortgage company.”

But the mortgage company that Graynor brought in, Executive Mortgage Bankers
Ltd. in Farmingdale, was no peach. Like Mortgage Lending of America, it appears
on the National Training and Information Center’s list of the 50 worst lenders in
New York City, for one big reason: the company’s 11.4 percent loan default rate.
Executive Mortgage, in turn, brought in CLA to validate the high asking, prices on
Howard Finger’s 10 buildings. That’s the same appraisal company that vouched that
Helpline ’s shabby homes were worth top dollar.

CLA’s evaluations were crucial to Nelson’s 203(k) deals. In estimating market val-
ues, appraisers are supposed to consider the sales prices of comparable nearby prop-
erties. If the building in question was itself recently sold, that price also is a key
indicator of value. But Finger had paid much less for these properties than he
charged Nelson a day or two later, and the high resale prices were all backed up
by CLA as the appraiser.

CLA and its owner, Chris Liano, is a common link between Helpline, Nelson and
Family Preservation and the other Harlem 203(k) nonprofits. It was Liano’s com-
pany that okayed the highprofit flips that enabled realities to cash in, charging FHA
approved nonprofits far more than the realities paid for each building.

In 203(k), as with most other FHA programs, appraisers are supposed to keep a
watchful eye on the mortgage process. Their assessments should ensure that prices
don’t get out of hand and could keep the resulting projects affordable.

Now, facing hundreds of defaults in Brooklyn, HUD is investigating why New
York mortgage lenders have been so generous with its money—and whether their
appraisers played a role in overextending the lenders. “This is an issue in New York
that we have been looking into-whether or not property was properly appraised,”
says John Frelich, director of Quality Assurance in the Philadelphia HUD office,
which oversees 203(k) for the Northeast. “The concerns are of high intensity within
New York. The New York region is a high-volume 203(k) area and a high-volume
area for nonprofits.”

When contractors showed up one morning last February to start converting the
single-room occupancy residence at 58 Edgecombe Avenue, they did what they nor-
mally do: turned off the electricity and water, ripped down the doors, and started
demolishing the bathrooms. It would have been a typical job if not for one thing:
six men lived there. Residents say they were roused from their beds by hammers
knocking at their doors around 8 a.m. and summarily thrown out.

Unlike the other tenants, who went off to work, Benny Brown had nothing to do
but worry and wait for his Veteran’s Assistance check to come in the mail. He spent
the rest of the cold winter’s day wandering the neighborhood, sitting on a park
bench, and ultimately going to the hospital with an anxiety attack. The subway
served as his home the next night. A day later, he ended up at a city shelter, where
he still lives today.

Brown says that ever since the new owner, Family Preservation, bought the build-
ing in November 1998, no one collected his $300-a-month rent. “They didn’t want
the money,” he says. “They just wanted everybody out.”

After the eviction-by-hammer, Family Preservation found itself on the expensive
end of several lawsuits. In the first settlement three tenants got $27,000 each.
Brown got $39,000 a few months ago. Lawyers from the SRO Law Project who rep-
resented the tenants were jubilant—illegal eviction cases usually bring a couple
thousand dollars, at best. Then the city Department of Housing Preservation and
Development piled more liabilities on Family Preservation, winning a court order
for $33,284 in civil penalties and the concession that the building be reinstated as
a low-income SRO for at least two years.

How did a nonprofit come to have $153,284 to pay for one building’s worth of mis-
takes? And just as important, why didn’t Family Preservation know people were
still living at 58 Edgecombe, which it planned to convert into a four-apartment
townhouse?

Sam Stith, Family Preservation’s property manager, partly blames himself—but
mostly he fingers his realty, a Mineola company called Fix Realty, run by Frank
Boccagna. At the time that Family Preservation got into the 203(k) business, it was
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a small 3-year-old organization with little experience in housing—most of its work
?ad 1been in providing case management for mentally retarded children and their
amilies.

Benny Brown got evicted for the simple reason that Stith hadn’t yet seen any of
the Harlem buildings that Family Preservation had bought, even though the non-
profit had begun buying them in March 1998. “We had no idea. We're a hands-off
operation—that was the problem,” Stith told City Limits at the time. Fix Realty sold
the brownstone to Family Preservation for $345,000, and, Stith says, the realtors
prﬁngsed that the building was vacant. And Fix Realty also arranged for the gut
rehab.

“We trusted other people,” says Stith. “Ignorance is no excuse for the law, but we
didn’t know.” As for the money, Stith says his “investors”—whom he refuses to
name—paid the settlements and penalties just to make the unfortunate situation
go away.

There was something else Fix didn’t tell Family Preservation. Two months before
the nonprofit bought the building, Fix had acquired it from an estate for $150,000.
This wasn’t the only building that Family Preservation bought from Fix. On Sep-
tember 17, Fix bought 355 Pleasant Avenue for $165,000; the next day it sold the
property to Family Preservation for $310,000. On October 1, Fix bought 51
Bradhurst Avenue for $27,000, selling it to Family Preservation the next day for
$215,000. Each building was in need of a gut rehab.

The same players reappear in all of Family Preservation’s deals. Mortgage Lend-
ing of America set up the nonprofit with 203(k) loans. CLA appraised the properties,
allowing the mortgage company to approve loans at or near the maximum allowed
by FHA at the time. Fix Realty’s law firm was also the same one Nelson had dealt
with in his 203(k) loans: Graynor & Graynor, on Mineola Boulevard in Mineola,
Long Island.

During 1998, Family Preservation ended up buying at least a dozen Harlem prop-
erties using FHA loans, from 10 different sellers. Seven of these sellers—including
Knarf Realty, Cazzo Realty, Ring Realty, Marfra Management and NMAD Realty-
are clients of Graynor & Graynor.

In more than a dozen cases that can be documented with real estate records,
these buildings were flipped: bought by realtors and then sold within days at much
higher prices to Family Preservation. One transaction was an impressive double flip:
34 West 126th Street was bought by 1 Exit Place Realty-which shares its address
with No Exit Place—on May 7, for $88,000; 1 Exit Place sold it to Cazzo on June
18 for $135,000; and on June 19 Cazzo sold it to Family Preservation for $250,000.
In every case, Family Preservation took out its loans from Mortgage Lending of
America.

Meanwhile, Fix, Knarf (which is also run by Boccagna) and Cazzo were flipping
Harlem properties to two other nonprofits, St. Stephen’s Baptist Church and Word
of Life Ministries of Freeport, Long Island. In six cases that can be documented, the
transactions told the same story: Mortgage Lending of America handed out loans
for buildings that had doubled in price overnight. For example, in June 1998 St.
Stephen’s bought 57 West 119th Street for $215,000 from Knarf. The realtors had
paid $85,000 for it one day earlier. Cazzo Realty bought a widow’s brownstone at
336 West 145th Street for $20,000 in April, selling it to Word of Life a week later
for $225,000.

But Stith says it’s not a problem that his nonprofit paid these big markups. He
suggests it’s part of the cost of doing business. Let’s say there’s a building on the
market for $90,000, he proposes. “If an investor pays [to buy it], whether out of his
pocket or through a loan, and he sells it for $200,000, and it becomes housing, it’s
a win-win situation.”

Stith acknowledges that “we overpaid for some buildings” but says that his
brownstones will ultimately be worth $400,000. Once the work is finished, Family
Preservation expects to rent its apartments out for $700 to $1,000 a month, earning
stable income for years to come. “You can make a profit out of the rent, hold onto
it for five to six years,” Stith says.

But the bills are already coming due. It’s been more than six months since Family
Preservation bought the properties, and the organization now owes mortgage pay-
ments to banks even though its buildings are still undergoing reconstruction. Stith
isn’t worried about that, either. He reports that his “investors” are covering the
mortgage payments. And Mortgage Lending of America doesn’t have to worry about
the payments—like most smaller lenders, the company quickly sold the loans to big-
ger banks for an immediate return on the investment passing along FHA’s insur-
ance guarantees with the loans.

Family Preservation’s business strategy doesn’t make sense to Martin Hayott, a
longtime Harlem resident who has traded in brownstones for many years. When one



35

of his run-down holdings, 166 West 123rd Street had become “more headache than
pleasure,” he unloaded his albatross on Knarf Realty in August at what he thought
was a good price, $60,000. Knarf sold it to Family Preservation a day later for
$250,000, making $190,000 instantly. Family Preservation’s FHA loan amounted to
$327,400, leaving just $77,400 for gut-rehab work.

Hayott isn’t mad about the deal—just puzzled. By his reckoning, it would cost at
least $200,000 to make the place livable. On that block, with other vacant buildings
nearby, the investment seemed like a bad idea to him. “Who would even spend
$250,000 on that particular street and this particular time?” he asks. “Whoever
bought that building will never make that money back in their lifetime.”

Harlem’s other nonprofit housing developers, including the formidable Abyssinian
Development Corporation, also scoff at the notion of paying $200,000 for a dilapi-
dated brownstone. With that kind of price tag, and another $200,000, they estimate,
for a gut-rehab, the finished product would be far too expensive to either sell or rent
affordably. Developers and brokers say a more reasonable price for a brownstone in
need of gut rehab in early 1998 was about $150,000. But when Family Preserva-
tion’s shopping trip began around that time, it was paying an average of $256,000
a pop. Given FHA loan restrictions, that left the organization with an average of
$58,500 per property for a complete rehab job—framing, wiring, plumbing and all.

Stith refuses to say how much his organization is spending on each rehab, or how
he intends to meet any cash shortfalls. “I know we’re going to make [the money]
back,” Stith insists. “I've done the numbers. That’s not even a problem.”

As it recognizes that 203(k) has become a feeding trough, HUD has just recently
begun to do something about it. In June, its investigators started snooping around
New York, looking into the mechanics of loans and appraisals and inspecting how
much money has been set aside for rehab, how long rehabs have taken and how
contractors were paid.

That same month, the agency unleashed a set of reforms aimed at cracking down
on problem appraisers. Under new rules, appraisers must assess 80 specific features
in each property, taking some of the subjectivity out of the process. HUD will retest
all its appraisers, subjecting them to spot reviews in the field, and they now face
stiffer penalties for infractions. Finally, a new computerized monitoring system will
reg-flag suspicious loans and appraisals.

Lenders are also coming under scrutiny. Under HUD’s new “credit watch,” lenders
with three times the FHA default for a region will face getting suspended or barred
from the program. Already, 33 lenders, including Mortgage Lending of America,
were barred in late September from, making FHA loans.

Perhaps most important, the agency released a new proposed rule in September
that would prohibit realty companies that sell to nonprofits from giving them money
in connection with those sales, like the fees paid to Helpline and AIM. “We don’t
want sellers to induce nonprofits to buy properties [from them] by giving them the
down payment” explains Brenda LaRoche, director of processing and underwriting
in HUD’s Philadelphia office.

In part, the measures simply reinstate old safety checks that HUD had aban-
doned. The agency used to prevent collusion by insisting on a blind appraisal proc-
ess, where appraisers were selected at random to review prospective FHA loan pur-
chases. That policy was revoked in 1994.

And the measures don’t necessarily go to the heart of the problem with 203(k):
that the foxes are guarding the henhouse. HUD uses spot reviews to inspect about
one in 10 loans for improprieties nationwide. But it’s the mortgage lenders that are
entrusted to check nonprofits and individuals for credit-worthiness, ensure that the
construction work is completed, and choose reputable appraisers. Under the new re-
forms, that won’t change. From the agency’s point of view, looking over everyone’s
shoulder-from lender to contractor is just too expensive.

But FHA has already seen how quickly rampant abuse can crush the sweet dream
of homeownership. During the late 1960s and early "70s HUD was hit by a rash of
scams connected to its Section 235 loan program, through which the agency sub-
sidized mortgage payments and, as it does now with 203(k), insured lenders against
default Those vulnerabilities led to many of the same problems now racking 203(k),
including overappraised property and shoddy construction. Poor New Yorkers and
low-income home-buyers in cities across the nation abandoned their homes in
droves. Fully 18 percent of the homes ended up in default; in Sunset Park alone
100 houses sat vacant. By 1973 the program was pulled.

HUD would do well to heed the lessons it learned then. Strict oversight is expen-
sive-but so are the alternatives.
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[From The Chicago Sun-Times, September 11, 1998]
FHA BLOCKS FORECLOSURES ON 100 REHABBED HOMES

(By Leon Pitt)

A six-month moratorium is being imposed on foreclosures of homes purchased
with federally insured mortgages from a Northwest Side real estate broker accused
of shoddy repairs.

Ira Peppercorn, deputy general secretary of the U.S. Housing and Urban Develop-
ment Department, announced the moratorium Thursday at an Austin neighborhood
meeting.

The suspension affects 100 homes in the Austin and West Humboldt Park neigh-
borhoods purchased between 1992 and 1996 through Easy Life Real Estate, housing
activists say.

A class-action lawsuit is pending against Easy Life, 4101 W. North, alleging the
company knowingly sold shoddily repaired homes to first-time buyers at above mar-
ket prices.

Peppercorn, HUD’s second-in-command, told about 200 people at the neighborhood
meeting about the suspension of foreclosures. At the gathering, some owners of Fed-
eral Housing Administration-insured homes cited a litany of structural and systems
faults they said had been hidden from them.

To help stave off additional foreclosures, Peppercorn said a housing specialist
would be assigned to Chicago to work with homeowners in default to try to restruc-
ture their loans.

During the moratorium, no homeowner who bought through Easy Life will lose
his or her property because of failure to pay the mortgage.

Peppercorn said HUD would also reopen an investigation into Easy Life, as well
as the practices of appraisers and lenders of the 100 percent FHA-backed mortgages
nationwide. He promised to return to Chicago Oct. 2 for a meeting with a Humboldt
Park community organization.

Easy Life officials could not be reached for comment Thursday night.

Before the meeting at Circle Christian Ministries, 118 N. Central, Donald Brown
said he bought a supposedly rehabbed two-flat home that had been burned out in
the 1000 block of North Parkside Avenue. “I was told I was getting a good deal.”

Brown, who said he “fortunately is not in default” on his FHA-backed loan, said
“there was nothing good about the deal I got. I have to pay a $1,200 a month mort-
gage and constantly shell out to fix stuff and have not yet earned any equity,”

Burned siding was painted over, warped and rotting floors were covered with car-
pets and uneven walls left gaping holes at the joints, Brown said.

Betty Raper, whose son bought a home in the 4800 block of West Race in 1992,
said instead of being a dream house, it’s been a “nightmare ever since” because the
roof leaks and the plumbing and electrical systems are faulty.

CONTIMORTGAGE CORP.

To: s S Lakewood Ave., Baltimore, MD 21224
Property Owners:
Canton, Highlandtown, Eastern Avenue

RE: MORTGAGE REDUCTION NOTIFICATION: Neighborhood Housing Service:
ID 5630871-H-3-00

DEAR WILLIAM: Due to the recent increase in real estate value of homes in your
area our records indicate that your account: Neighborhood Housing Service: ID
5630871-H-3-00 may now qualify for a new mortgage reduction programs and low
interest home improvement loans. Pre-approved, with the authorized financial insti-
tution can be completed normally within 72 hours.

In conjunction with the redevelopment efforts of the Patterson Park Communities,
free property evaluations and financial restructuring concepts will be offered to
property owners FREE during the months of March and April 2000. This informa-
tion will contribute to maximizing the benefits of the new Home Value Guarantee
now offered to qualified homeowners.

Due to the number of inquiries generated by the current lower rates available,
No Second Notice will be Issued to Property Owners Concerning this Program. It
will be each property owner’s responsibility to guarantee that they have been noti-
fied of the lowest rates available for their mortgage.

Your account has been assigned to Hal Weiss, our senior account executive for the
Patterson Park Redevelopment Project. Please contact him at your earliest conven-
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ience to review the financial options now available. Mr. Weiss can be reached at his
office Monday through Friday at 410-339-6718.
Sincerely,
ASHLYN HoOD,
Program Director, ContiMortgage Corp.

Senator MIKULSKI. And we are going to ask for your rec-
ommendations. Excellent panel. That letter will be included in the
record. Thank you for that. And I am also going to ask if you give
us snapshots of the presentation. That is just shocking. Instead of
a dream, it is despair.

Now, let us turn to Norma Washington, from ACORN. We wel-
come you, Ms. Washington.

STATEMENT OF NORMA WASHINGTON, PRESIDENT, MARYLAND CHAP-
TER, ACORN

Ms. WASHINGTON. Thank you. My name is Norma Washington.
I am President of the Maryland Chapter of ACORN. I was going
to read a prepared statement, but I think I am going to let one of
my members tell her story instead. Because the impact of this is
going in a lot of different directions. I am going to let you hear her
story, because this has gotten to the point where her children are
bfqingf}ghreatened with being taken from her because of this kind
of stuff.

Senator MIKULSKI. Ms. Washington, may we have your prepared
statement?

Ms. WASHINGTON. You sure can.

[The statement follows:]

PREPARED STATEMENT OF NORMA WASHINGTON

A g(g?{(%\l Morning. My name is Norma Washington, I am the President of Maryland

There are many reasons ACORN has been involved in fighting real estate flipping
and predatory lending. It started when we investigated all the vacant houses in our
neighborhoods. In just a 10 square block area in the Walbrook section of Baltimore
where I live, we found over 200 vacant houses. And guess who owns many of these
vacant houses? ... Mortgage lenders.

So we asked: “Why do these lenders own so many vacant houses that should be
filled with families instead of drug dealers?” We looked for people with loans from
these lenders and found that the costs and terms of their loans were so outrageous,
that foreclosure is a foregone conclusion.

We've talked to hundreds of homeowners in poor and minority communities in
Baltimore and their stories show a consistent pattern of families without access to
decent credit who are trapped in high-fee, high-interest rate loans. And these loans
are devastating our neighborhoods.

Many of these victims, while going through foreclosure, have joined ACORN to
fight predatory lending. They want to see major reforms in how these companies
do business.

While the problems of real-estate flipping and predatory lending are industry-
wide, FHA must do its part by not working with lenders and appraisers that exploit
vulnerable families either inside or outside of the FHA program. I call your atten-
tion to our written testimony, which includes stories from victims of predatory lend-
ers that are participating in FHA.

In recent years, HUD has taken many steps to address abuses by FHA lenders.
These efforts need to be closely monitored and, in many cases, strengthened to en-
sure the greatest impact. On some issues, HUD may need additional authority from
Congress.

The most central improvement needed in the FHA program is to change FHA par-
ticipation from being a right enjoyed by any lender to a privilege that lenders must
earn by meeting established standards. HUD’s Credit Watch program moves to-
wards this goal by cutting off lenders with extremely high loan default and claim
rates but these standards should become more stringent. Also, while HUD should
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continue to review complaints about lenders, it should increase the number of reg-
ular reviews it conducts of FHA lenders.

To ensure HUD’s reviews accomplish their intended goals, the Mortgage Review
Board process, which disciplines noncompliant lenders, needs to be more effective.
The current process results in endless delays before the Board can enforce any pen-
alties, and the penalties often amount to a slap on the wrist.

Many families have also suffered because they received inflated appraisals on
FHA-insured loans. Congress needs to examine FHA’s appraisal reforms, which in-
clude better reporting of appraisal information to FHA and to FHA borrowers. Ef-
forts to improve the identification and monitoring of poorly performing appraisers
should also be examined.

Finally, the repeated horror stories of families being stripped of their wealth and
forced into foreclosure, point to the dire need for strong consumer protections in the
home loan market. Those stories reflect on the gross inadequacy of the federal Home
Ownership Equity Protection Act, or HOEPA (hope-ah), a half-measure passed in
1994 in response to predatory lending abuses. New legislative proposals to protect
consumers are circulating on Capitol Hill, and we need our Maryland Senators, both
Senator Sarbanes and Senator Mikulski, to become more active in the fight against
predatory lending.

I’ll now turn it over to Matilda Wonson, who received an FHA loan, to tell of her
experiences.

ACORN has long documented the absence of traditional lenders in lower-income
and minority communities and fought to make loans available in those areas. In re-
cent years, however, a new variation on this problem has emerged; to fill the void
left by redlining, a new breed of subprime lenders is aggressively marketing high
cost loans. Too often, instead of helping homeowners build equity, these lenders,
charging high rates and fees and sometimes engaging in outright fraud, are strip-
ping families and communities of the equity in their homes. In our research on
home mortgage data, we have found that subprime lenders target the people least
able to afford these loans—the residents of lower-income and minority communities.

Through community outreach, Baltimore ACORN has found over 50 victims of
predatory lending. Most of these people were victims of either real estate flipping
where homes were grossly overvalued to produce high profits for brokers and lend-
ers or home improvement scams where service were never provided or grossly over-
priced. The enabling loans occurred both on FHA and VA loans and on conventional
loans. For FHA and VA-insured loans, the losers are the borrowers the insured
loans were designed to help and often the insurance funds themselves. Bloated ap-
praisals and prepayment penalties prevent borrowers from refinancing their loan to
a lower rate or borrowing on equity to make needed repairs. Lenders are more likely
to make risky loans since they are insured. As a result, foreclosures have sky-
rocketed and our neighborhoods are filled with vacant houses, compounding current
blight problems.

Unfortunately, the problems of predatory lending have only been brought to light
by the widespread devastation caused by real estate flipping in Baltimore. While the
business practices of realtors and appraisers in real estate flipping need to be ad-
dressed, solutions at the federal level need to be found both inside and outside of
the FHA and VA loan programs.

WHAT IS SUBPRIME OR PREDATORY LENDING?

Lenders grade prospective borrowers based on their perceived credit-worthiness,
with the perfect credit candidate receiving a grade A credit rating and people in
bankruptcy receiving a D rating. Anyone receiving a credit rating of A— or below
is considered a subprime applicant. Credit ratings are developed from a borrower’s
credit history, primarily drawn from reports from the major credit bureaus (such as
Equifax) and typically assign each applicant a specific credit score. Financial institu-
tions use these credit scores to determine whether or not they will make a loan, and
at what interest rate.

Although credit scoring systems are cloaked in objectivity, the systems have their
own biases, which result in substantial inequities. One of the most critical problems
is that a credit score is based on each individual’s past history of repaying loans.
But if your neighborhood does not have any banks offering reasonably-priced loans
or you have been the victim of past discrimination by banks on their loan decisions,
you have not had the same opportunities to build up a positive credit history as ap-
plicants in other neighborhoods or with different characteristics. If you have only
loans had access to high-cost loans regardless of your credit-worthiness, you will
naturally have been more likely to default on those loans than someone with access
to reasonably-priced loans, giving you a lower credit score. Most credit scoring sys-
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tems produce the same effect by weighing past repayment of a prime loan much
higher than past repayment of a subprime loan.

In addition, the credit reports on which scores are based often have errors and
omissions, and these occur more frequently in the case of lower-income applicants.
Because credit scoring systems are proprietary, we can not know what their criteria
are. Our experience suggests that the systems contain hidden biases resulting in
scores which reflect an applicant’s resemblance to a typical middle class model more
than their actual credit worthiness.

Even more dramatically, while some borrowers in the subprime market are gen-
uine credit risks, there is overwhelming evidence that many lower-income and mi-
nority borrowers have been pushed into this market only because lenders are not
offering them prime loans. Instead, lenders see an opportunity to make more money
by charging higher rates and fees. Recent studies by Freddie Mac and Standard &
Poor’s have found that from 20 to 30 percent of borrowers who receive subprime
mortgages could have qualified for a traditional mortgage at the lower rate offered
by banks to A borrowers. ACORN’s experience suggests that with the assistance of
a moderate amount of loan and credit counseling, the portion of borrowers who qual-
ify for A loans would be much larger.

THE GROWTH IN SUBPRIME LENDING

Recent studies on mortgage lending by ACORN and the Urban Institute have
found continuing, and in some respects even increasing, disparities in the avail-
ability of prime conventional loans to white and minority applicants. Despite low in-
terest rates in recent years, the lending gap to African-Americans and Latinos has
not narrowed. Where minorities and lower-income families are shut out of main-
stream lending, predatory lenders have stepped in to capitalize on lower-income and
minority families and their unmet need for capital.

Subprime lending is growing at a remarkable rate. According to a HUD working
paper, subprime lenders increased their share of conventional loan applications from
1.4 percent of all conventional loans in 1983 to 10.2 percent in 1998. Subprime loans
for home purchases increased by 56.3 percent from 1993 to 1998, compared to an
increase of only 16.4 percent for conventional products. Inside Mortgage Finance es-
timates that subprime mortgage originations amounted to $150 billion in 1998, up
from $125 billion in 1997. Subprime lending overall, including home equity and refi-
nance as well as purchase loans, has grown even faster. Every year since 1993 has
seen annual growth of more than 40 percent in total subprime loan originations.

Banks and other A lenders bear responsibility for the spread of subprime lending
by virtue of their continued redlining of lower-income and minority neighborhoods.
In many cases the connections are even closer. The same banks that are failing to
meet the demand for prime loans in lower income and minority communities own
half of the country’s largest subprime lenders, which are targeting those same
neighborhoods. Some subprime lenders, like Norwest Funding, share a name with
their parent bank; for others like Citigroup’s Commercial Credit, the connection is
less immediately evident. A less direct, but still crucial, link between banks and
predatory lending is through the securitization of subprime loans by banks, which
provides the financing that makes expansion of subprime lending possible.

PREDATORY LENDING PRACTICES

Subprime lenders have become predators by charging interest rates unrelated to
risk to communities that are desperate for access to credit, as well as by loading
on additional fees and other costs. Calls to various subprime lenders confirm that
their best interest rates are at least 9.5 percent for ‘perfect credit’ although most
people receive still higher rates. For example, IMC Mortgage self-reports that over
50 percent of their loans were originated to people with grade A credit and that
these A credit borrowers received an average interest rate of 9.9 percent. These
higher interest rates represent a significant drain on lower-income families and
communities; the chart below illustrates the impact of these interest rates on the
total cost of the loan based on an average subprime interest rate of 10.5 percent.

Total cost Total cost
L0AN AMOUNT L oooooee e $50,000 $100,000
Monthly and 367/mo. 734/mo.
Total Payments at Prime 8 percent 132,000 264,000
Monthly and ........coovveevveeeeeeeeeeenne 457/mo. 915/mo.
Total Payments at Predatory Rate 10.5 percent 165,000 329,000
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Total cost Total cost

Difference in Monthly and Total Payments Over 30 Years ........cccccceevennee. 33,000 65,000

1Based on a 30-year loan with values rounded to the nearest thousand.

Predatory lenders also take more money up front by charging high closing costs.
Such costs may include charging duplicate fees, inflated broker fees, fees that lack
a clear description, costs that have no relationship to services being performed, and
higher than actual fees to record the loan to the county land records office. Often,
closing costs (which are more comprehensive that origination fees, which set the
HOEPA fee threshold) run up to 8 percent—15 percent of the loan amount, signifi-
cantly higher than the average of 3 percent—5 percent for the same work performed
at bank closings.

Many predatory lenders cash in on closing fees by repeated refinancing of loans,
a practice often called ‘Flipping.” Each time a loan is refinanced, closing costs are
again imposed and often financed into the loan.

Predatory lenders often also extend high loan-to-value (LTV) loans, including
loans for more than the value of the house used as collateral. These loans are risky
because the collateral does not cover the loan in the event of default. Perhaps even
more damaging, loans with LTV’s above 100 percent leave the borrower spending
years paying off the additional funds without developing any equity in their home.

Balloon loans, which are structured to include an extremely high final payment,
are another frequent ploy of predatory lenders. On these loans, the borrower makes
monthly payments that cover the interest on the loan but very little of the principal.
After paying off the loan for many—often fifteen—years they owe a final large bal-
loon payment only slightly below the original loan amount. Often, borrowers are un-
aware of these final payments or of their significance.

ROLE OF GOVERNMENT INSURED LOANS

Community reinvestment patterns reveal a “decline to subprime.” As stated pre-
viously, banks are failing to provide affordable loans in lower-income and minority
communities. FHA and VA lenders have been more willing to originate government-
insured loans in these communities. Unfortunately, many of these loans are being
made in violation of program guidelines. We have found FHA loans with faulty ap-
praisals, extended debt ratios, fraudulent applications, and high interest rates.
Sadly, these lenders market these loans as their best product. Appendix A includes
a sampling of victims who have received predatory loans from FHA approved lend-
ers.

CONCLUSION

We are a nation with two separate and very unequal financial systems—one for
the rich and another for the poor, one for whites and another for minorities. This
system has a devastating impact on inner-city communities as redlining and dis-
crimination continue to be pervasive. While the lack of access to lower-cost credit
costs neighborhoods hundreds of thousands of dollars each year, it also opens the
door for abuse and scandal by mortgage companies, as documented by groups like
ACORN and the media. Rather than strengthen neighborhoods by providing access
to credit, predatory lenders have contributed to further deterioration of lower-in-
come and minority communities by stripping homeowners of their equity and charg-
ing exorbitant interest rates leading to foreclosures and vacant houses.

ACORN RECOMMENDATIONS

HUD’s Mortgagee Review Board process, which disciplines non-compliant FHA
lenders, needs to be more effective. They need to expand criteria to suspend FHA
lenders beyond high default and claim rates. Even these rates should have lower
levels than the current Credit Watch program standards.

Congress needs to examine FHA’s appraisal reforms to ensure they are effective
in improving reporting by appraiser’s to the FHA program and to borrowers. Efforts
to improve the identification and monitoring of poorly performing appraisers should
also be examined.

All lenders which engage in subprime lending should pledge adherence to a mean-
ingful “Code of Conduct” that includes: fair pricing; full and understandable disclo-
sures of loan costs, terms, and conditions; a loan review system that rejects fraudu-
lent or discriminatory loans; making no loans which clearly exceed a borrower’s abil-
ity to repay; and refraining from charging fees which bear no relation to the costs
of the services performed.
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These lenders should review their loan portfolios and compensate borrowers
whose loans clearly violate this code.

Subprime lenders should develop products which allow borrowers with a con-
sistent record of on-time payments to move to lower interest rates.

Lenders which offer prime as well as subprime products should increase their out-
reach and loan volume in underserved communities for their prime loan products.
Lenders must establish uniform pricing and underwriting guidelines for all of their
lending subsidiaries, and for all of the communities in which they do business.

Federal and State law should be expanded to establish minimum standards which
protect borrowers from deceptive or discriminatory loans. This includes strength-
ening current disclosure laws: the Truth in Lending Act (TILA), the Real Estate Set-
tlement Procedures Act (RESPA), and the Home Owner Equity Protection Act
(HOEPA).

Federal and state regulators should increase their scrutiny of predatory lending
practices, including examining the interest rates and other loan costs along with the
distribution of high cost loans.

Regulators must require HMDA reporting by all lenders that make purchase, refi-
nance, home equity and home improvement loans. Regulators should also collect
data on foreclosures by lender and make it available for public scrutiny.

Lenders and local governments should fund and expand programs to provide basic
information about lending and enable people to protect themselves from predatory
practices by expanding loan counseling and home buyer education programs which
assist minority and lower-income families.

Federal, state, and local authorities should devote the necessary resources to in-
vestigating and prosecuting lending abuses.

ACORN is the nation’s oldest and largest grassroots community organization. In
the past decade, ACORN has waged campaigns against bank redlining and discrimi-
nation, worked to increase access to credit for low-income and minority neighbor-
hoods, and fought for greater community reinvestment by financial institutions. We
have won local and national lending agreements with banks that have increased the
flexibility of their underwriting guidelines and developed loan products that better
meet the credit needs of low-income communities.

APPENDIX A.—FHA AND GSE APPROVED PREDATORY LENDERS

A SAMPLING OF BORROWER STORIES COLLECTED BY ACORN—MARCH 27, 2000

Borrower stories from the following FHA lenders: American Mortgage Reduction;
American SkyCorp; Associates; Bankers First Mortgage; Creative Mortgage & Eqg-
uity; Gelt Financial; Golden National; New Century Mortgage and WMC.

Borrower stories from the following FNMA approved lenders: Associates; WMC.

Borrower stories included from the following lenders who sold loans to FNMA,
GNMA or FULMC in 1998: Beneficial; Golden National; WMC.

FHA LENDERS

American SkyCorp

Baltimore

Marshall Skinner bought his home in the Patterson Park neighborhood of Balti-
more. The price of the house was $44,800, greatly over-valued for a house where
the ceiling is leaking and there are holes in the walls and the floor.

The seller of the house sent Mr. Skinner to American SkyCorp for an FHA loan.
There are many troubling items about Skinner’s loan documents, beginning with
many spaces left blank that should have been filled in. Also the amounts listed on
the HUD-1 settlement statement are different from the costs listed on his other
closing documents.

The loan application was also falsified. The amounts for his income from Social
Security and SSI do not add up to his total income. The loan application also lists
$15,000 in assets from furniture and personal property. However, Skinner didn’t
own any furniture at the time of application.

Since his closing costs were high, he received a grant from the Empower Balti-
more Management Corporation through the Department of Housing and Community
Development. On the $44,800 loan, SkyCorp received over $4,100—over 9 percent
of the loan amount. While Skinner’s house needs repairs, he is having trouble locat-
ing financing because his loan amount is so large due to the inflated appraisal.
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American Mortgage Reduction

Baltimore

Deborah Claude bought her house on 810 N. Milton Ave. in February 1996 from
Mid Atlantic Realtors. She had been renting the house for 2 years with the option
to buy. As she began to frequently need repairs, the realtors pressured her to pur-
chase the house.

She was tired of depending on the landlord to repair things so she agreed to buy
the house for $29,000 with a 10 year loan at 11.15 percent, from Hopkins Federal.
The roof started falling in right after she moved in. After one year, Ms. Claude had
to do a lot of repairs. This included fixing the plumbing, the furnace, and the elec-
trical wiring.

She went to Advance Remodeling to fix her home. They sent her to American
Mortgage Reduction which offered her a 12.35 percent interest rate for a 203k loan.
Deborah wanted to shop around for a better rate but the remodeling company told
her they would do the repairs only if she went to American Mortgage Reduction.

Ms. Claude refinanced in June 1997 at the 12.35 percent interest rate and also
had to pay over $4,000 in fees—almost 14 percent of the $29,000 loan. The lender
paid her home improvement money directly to the contractors without checking to
see if the improvements were done. As a result, the contractors did not complete
all the work and Deborah is further in debt.

Associates

Oakland

Sonya Centeno has an 11 percent interest rate home purchase mortgage loan with
The Associates. She had to pay $1300 in fees and they made her pay for the pre-
vious owner’s back taxes and charged her in monthly back payments back to Decem-
ber even though she didn’t move in until February. After she made the two pay-
ments for December and January, they said she didn’t need to and refused to give
her money back. They have been encouraging her to refinance. She has been paying
$761 a month for three years and has yet to make any payment on the principal.

Philadelphia

Grace Brumskill, a Philadelphia homeowner, received a notice in the mail from
Associates Consumer Discount about a home equity loan. Ms. Brumskill told Associ-
ates that she wanted a loan for $5,000, and they informed her that she had to bor-
row a minimum of $10,000. Ms. Brumskill went ahead and took out the loan for
$10,000. Associates charged her 11.5 percent interest, even though her 646 credit
score should have gotten her a lower rate (the average rate for a 30-year mortgage
was under 8 percent in October 1999 when Ms. Brumskill received her loan). Associ-
ates also charged her $2,066 in fees—21 percent of the $10,000 she was borrowing.
Included in these fees were $560 for credit life insurance, which, by financing into
the loan, will actually cost Ms. Brumskill almost $900.

Bankers First Mortgage

Baltimore

Roberta Taylor is an African-American woman in her early 50s Roberta had been
renting her home on Greenmount Avenue for 14 years when her landlord offered
to let her buy the house. Although the home needed some repairs, her landlord
promised they would be fixed. She received a loan in February 1997 from Banker’s
First for $30,300 at 13.651 percent interest with a $28,594 balloon payment due in
15 years. Her settlement statement says she bought the home for $43,500 for which
she got a loan from Banker’s First Mortgage. The settlement statement lists a sec-
ond mortgage for $7,010, but her sales contract lists a second loan for $5,510 at 6
percent interest. The second loan showed interest only payments and the loan was
to be forgiven in 5 years.

According to Banker’s First, this loan was to cover closing costs. Her loan amount
was $32,625 since she got a renter’s credit. The appraised value was $44,500 and
used comparison properties in different neighborhoods than her house. Roberta paid
a 1 percent loan origination fee and a 4 percent loan discount on top of $690 in
other fees to Banker’s First for a total of $2,321 paid to Banker’s First. The ap-
praisal said her house was worth $44,500. According to her loan officer, he told her
how to improve her credit and to come back to see him in a year to apply for an
FHA loan.

Roberta refinanced with Bankers First a year later in April 1998 asking for a
lower interest rate. Her loan officer told her that in order to get a lower rate, she
needed a balloon note, a co-signer and a prepayment penalty. This time, her house
was appraised for $49,000. (both appraisals were done by Elder Appraisals). Accord-
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ing to her settlement statement, she paid 1 origination fee, 5 percent loan discount
and $428 in additional fees for a total of $2,822 paid to Bankers First and $5,015
in total closing costs. Her loan amount increased to $39,900 after adding in the clos-
ing costs and her second loan of $2,000. Her loan officer said he negotiated this sec-
ond loan down to $2,000 for her, although he later admitted that the entire second
loan would have been forgiven in five years had she continued to pay it.

Baltimore

Eller Guyton is an African-American woman who had been renting from Chase
Realty for many years when they offered to sell her the house. She bought the house
for $35,400 in October 1997 with a loan from Banker’s First. She received a renter’s
credit of $14,714 although her installment contract was dated April 1997 (at $320/
month). She paid a total of $5307 in fees including a 1 percent loan origination fee,
a 5 percent loan discount fee, and $728 in other fees to Bankers First for a total
of $2,302. Her loan amount was $26,250 with an interest rate of 13 percent. Eller’s
income was $782/month at a minimum wage job and her proposed payments were
at $358. Her application falsely lists her personal belongings as assets worth
$20,000. Her credit report dated October 1997 gives her a credit score of 656.

She refinanced with Bankers First in September 1998 when her loan amount was
$26,902 plus $6,682 in closing costs, increasing her loan amount to $35,000. This
gave her $1,414 in cash for medical bills and property taxes. Her closing costs were
7.9 percent loan discount fee, a 1 percent loan origination fee, and $404 in other
fees to Bankers First for a total of $3,514, which is over 10 percent of her loan
amount. Her credit report did not give her a beacon score saying “no qualifying ac-
count present” and failed to list her current mortgage.

After a couple of heart attacks, Eller is currently unemployed and in foreclosure.

Baltimore

Harvey Mayo is an elderly African-American man in Baltimore. He was renting
his home when he decided to buy it from his landlord, Chase Management. Al-
though Harvey didn’t know it, Chase had him sign a land installment contract,
which meant he was already buying the house from them. So he got a loan from
Bankers First Mortgage Company, which he thought was to buy his home. In fact,
it was a refinance loan.

Mr. Mayo’s good faith estimate from Banker’s First is difficult to understand since
the settlement charges printed on the sheet are crossed out, new amounts are writ-
ten in, and some of those are crossed out. However, notations written on the top
of this paper indicate his loan as an “A” grade with a loan to value ratio of 85 per-
cent.

Mr. Mayo’s loan was for $25,800. He paid Banker’s First 6 percent of his loan in
points to receive a 12.5 percent interest rate. The total amount of money paid to
Banker’s First was $2,416, over 9 percent of his loan amount. In addition to these
excessive costs, he owes a balloon payment of $24,652 at the end of 15 years.

On the same day as his closing, Harvey received a notice that Bankers First was
already transferring the servicing of his loan. This notice said he would not make
any payments to Banker’s First but left blank where to send payments to or who
would be servicing his loan.

Creative Mortgage & Equity
Chicago

In 1998, Tamar Jordan saw a sign advertising a house for sale in Chicago. She
called and was told that house had already been sold but there was another one
she could look at. Tamar signed a purchase contract for the house for $115,000 and
later discovered it was only worth $42,000. The person selling the house arranged
for her to get a loan from Creative Mortgage and Equity and Walsh Securities
through a complex financial deal. Ms. Jordan put $5,700 of her own money for the
down payment and the seller, with the knowledge of Creative Mortgage, put up al-
most $11,700 to make it appear that Mrs. Jordan was making a 15 percent down
payment. Although Creative Mortgage and Walsh charged Ms. Jordan $8,462 in
closing costs and fees, no appraisal was provided. Now, Ms. Jordan is stuck with
a 10.95 percent interest rate on a mortgage for almost three times the value of her
house.

Gelt Financial

Philadelphia

Margaret Thomas, an African-American woman in her sixties, needed money to
pay the property taxes and water bill for her home in Philadelphia. She heard about
a broker firm, McGlawn and McGlawn, which had gotten a friend of hers a loan.
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The brokers came to her house with a representative from Gelt Financial, the loan
originator, to have her sign the loan documents. When Ms. Thomas saw how high
the interest rate was and what the monthly payment would be, she told them that
she wasn’t sure she wanted to take the loan after all. They told her that they didn’t
want her to be frightened, that was just the way loans are, and that she shouldn’t
worry about it.

After they left, Ms. Thomas continued to have reservations about the loan and
called Gelt Financial immediately the next day to revoke the loan. A Gelt employee,
Regina Bolger, told Ms. Thomas that the representative she needed to talk to was
not in the office. Bolger also told her that she couldn’t cancel the loan because she
had signed the papers. Ms Thomas knew that she had three days to revoke the loan
and continued to call Gelt. She was unable to get through to the representative who
had come to her house. When she asked to speak to Regina Bolger again, she was
told that Regina had quit, which Ms. Thomas found out later was not true. Ms.
Thomas was stuck with the loan, which Gelt immediately sold to Associates. Ms.
Thomas has since lost her job and fallen behind on the payments. Associates has
harassed her in violation of the Fair Debt Collection Practices Act, calling her before
g zg.m. and every day of the week, and contacting other family members about her

ebt.

Golden National

New York

Sheila Small purchased a duplex in Brooklyn, NY with a loan from Golden Na-
tional. In order to get an 8.5 percent interest rate, Golden National charged her
$10,000 in discount points. They also charged her another $8,000 in fees because
they considered her a high risk. Although Ms. Small only earns $8,000 a year as
a home health aide, someone at Golden National wrote on her application that she
made over $50,000. Before she obtained the loan, she told the representative at
Golden National that she had just lost her job. The representative told her not to
worry, that the mortgage would still go through.

New Century

Oakland

Margie Washington received a home equity loan one year ago through New Cen-
tury at 9.58 percent interest. She expected to pay $700 a month, but her lender,
Security National, said that because of her credit she could not get a loan with
them. She then sat down with New Century and they gave her an initial low quote
(monthly payments and interest) that got her interested. They sent it to an under-
writer who said they couldn’t go below 9.58 percent. By then she had gone too far
and took the loan that was $20,000 greater than value of her home. She is paying
it back at $1,008/month, more than she can afford, and there is a $60 fee if any
payments are 16 days late.

wMcC

Oakland

Helen Vargas is a Latino woman in Oakland who has a loan with WMC that has
an interest rate of 19.6 percent. She was quoted costs for a $12,000 loan but only
received $5,000 after they had her sign a blank piece of paper. She is paying it back
at more than she expected to and they have been encouraging her to refinance. She
has had to file bankruptcy and may lose her home.

LOANS SOLD TO FNMA, GNMA, FHLMC
Beneficial

Oakland

In 1990, Verdena Tucker contacted a lending company off of a mailing to get a
loan for $15,000 on her home to pay off some back taxes. The lender insisted on
an inspector to check her home and told her that foundation work needed because
of a recent earthquake meant that she would need a loan for over $50,000. Next,
based upon a mailing she received from Universal that said she could get a loan
within 3 weeks, she contacted Universal for a loan of $7,100 to pay off her taxes.
From the first day she met with their agent she realized that she was being preyed
upon. They immediately convinced her to include $7,500 in debt consolidation bring-
ing the loan to $15,000. They then kept insisting that she take out $5,000 for pocket
money and household bills. She had a deferred loan with the city in the amount
of $15,000 and they wanted her to fold this loan into theirs. She said no but they
contacted the City anyway and then told her that the City said they could add it
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and subordinate the loan for 30 years. She said no. They did a credit check on her
and said that based upon her credit that the lowest rate they could give me was
16.75 percent with additional administrative, appraisal and title search fees of
$6,000, making the loan $25,000.

Five years later she wanted to lower the payments and started calling around to
different companies she had received mail from. Immediately she received a call
from the same lending agent who said he heard she was looking for a loan and
asked why she hadn’t called him earlier. He promised to find a good loan for her
and referred her to Beneficial. He recommended that she get an equity line loan
with an interest rate of 14 percent on what was a $36,000 loan. The package she
got was a $20,000 refinance, and numerous other fees such as a $2,400 administra-
tive fee, a $2,500 finders fee to the agent—all of which, including the equity line,
equaled $36,000.

A few years later, she received a letter from the courts telling her that somebody
from Beneficial was being sentenced for illegal activities. But she has yet to receive
any additional information.

She kept getting 2—3 mailings a day from companies offering lower rates. Her
payments with Beneficial kept creeping up and up, so she switched the loan to
Ameriquest. They consolidated her loans into $45,000 with a rate of 8.99 percent.
She asked them if they were a reliable company to work with—one that wouldn’t
disappear on her. The loan turned out to be a variable-rate loan that has gone up
from 8.9 percent to 12 percent. Before her first payment was due they had already
sold the loan to Aurora! She couldn’t find where to send her payment in to, and no-
body returned her calls.

Three months later Aurora offered her a refinance package at a flat rate of 9.5
percent, with a service charge of $100. She thought that was great, seeing as most
of the service charges she had paid have been much more than that. She has paid
over $10,000 in service fees over the last 9 years, all on an original debt of $7,100.

Oakland

Martha Thornton Rideout had a loan seven years ago with Beneficial but they
didn’t tell about the balloon payment that would come due after 5 years. In the 4th
year, they gave her a one-year notice of the balloon payment which she could not
afford. There was also a $5,000 prepayment penalty. She was paying her monthly
payments but none of it was going to the principal amount of her loan.

APPENDIX B.—DISTRIBUTION OF LOANS MADE BY SUBPRIME LENDERS IN BALTIMORE
AND PRINCE GEORGE’S COUNTY TAKEN FrROM ACORN’s STUDY “STRIPPING THE
WEALTH”

BALTIMORE’S LEADING SUBPRIME LENDERS

We identified the ten subprime lenders who originated the largest number of
loans for conventional home purchase, refinancing, and home improvement in the
Baltimore Metropolitan Statistical Area (MSA) in 1998. Amresco; Pacific Shore
Funding; FHB Funding; Mortgage Lenders Network USA; Commercial Credit; The
Money Store; Equicredit; Banc One Financial Services; ContiMortgage and Fidelity
Mortgage Decisions.

ALL LOANS

These ten subprime lenders originated 4,277 conventional home purchase, refi-
nance, and home improvement loans in the Baltimore MSA in 1998. Our analysis
of these loans found that they were disproportionately made to African-American
and low-income borrowers and in minority and low and moderate income neighbor-
hoods.

—African-Americans received a 2.4 times greater percentage of loans made by the

top subprime lenders than loans made by all other lenders.

—Low-income borrowers received a 3.6 times greater percentage of loans made by

the top subprime lenders than loans made by all other lenders.

—Moderate-income borrowers received a 2.1 times greater percentage of loans

made by the top subprime lenders than loans made by all other lenders.

—Low-income neighborhoods received a 6.9 times greater percentage of loans

made by the top subprime lenders than loans made by all other lenders.

—Moderate-income neighborhoods received a 3.7 times greater percentage of loans

made by the top subprime lenders than loans made by all other lenders.

—Neighborhoods in which minority residents make up between 50 percent and 79

percent of the population received a 3.1 times greater percentage of loans made
by the top subprime lenders than they did of loans made by all other lenders.
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—Neighborhoods in which minority residents make up between 80 percent and
100 percent of the population received a 6.1 times greater percentage of loans
made by the top subprime lenders than they did of loans made by all other
lenders.

Subprime
All Other )
Lenders Leadlr;gr;SLend—

Percentage of Conventional Purchase, Refinance, and Home Improvement
Loans to:

African-Americans 10.7 26.1
Low-Income Borrowers 6.3 22.8
Moderate-Income Borrowers 13.8 29.0
Low-Income Census Tracts ... 1.6 10.8
Moderate-Income Census Tracts .... 8.0 29.5
Census Tracts in which Minorities make up 50—79 percent of Population 3.3 10.3
Census Tracts in which Minorities make up 80-100 percent of Popu-

JAHION et 4.2 25.8

While the 4,277 loans made by these ten subprime lenders represent only 4 per-
cent of all conventional purchase, refinance, and home improvement loans made in
the Baltimore metropolitan area, they constituted a much larger portion of the over-
all lending to African-Americans and minority neighborhoods.

—The top subprime lenders made 20 percent of all the loans made by Baltimore
lenders in census tracts with a minority population between 80 percent and 100
percent.

—The top subprime lenders made at least 9 percent of all the loans made by Bal-
timore lenders to African-Americans.

—The top subprime lenders made 22 percent of all the loans made by Baltimore
lenders in low-income neighborhoods.

HOME IMPROVEMENT AND REFINANCE LOANS

The ten subprime lenders in this study originated 3,809 home improvement and
refinance loans in the Baltimore MSA in 1998. The top subprime lenders originated
home improvement and refinance loans disproportionately to African-American and
low income borrowers and in minority and low-income neighborhoods.

—African-Americans received a 2.2 times greater percentage of loans made by the
top subprime lenders than they did of loans made by all other lenders.

—Low-income borrowers received a 3.9 times greater percentage of loans made by
the top subprime lenders than they did of loans made by all other lenders.

—Low-income neighborhoods received a 7.2 times greater percentage of loans
inage by the top subprime lenders than they did of loans made by all other
enders.

—Moderate-income neighborhoods received a 3.5 times greater percentage of loans
inage by the top subprime lenders than they did of loans made by all other
enders.

—Neighborhoods in which minority residents make up between 50 percent and 79
percent of the population received a 3 times greater percentage of loans made
by the top subprime lenders than they did of loans made by all other lenders.

—Neighborhoods in which minority residents make up between 80 percent and
100 percent of the population received a 5.6 times greater percentage of loans
inage by the top subprime lenders than they did of loans made by all other
enders.

Subprime
All Other -
Lenders Lead|ré%SLend—

Percentage of Refinance, and Home Improvement Loans to:

African-Americans 113 25.4
Low-Income Borrowers ....... . 6.5 23.2
Moderate-Income Borrowers 13.3 30.0
Low-Income Census Tracts .... 1.3 9.4
Moderate-Income Census Tracts .... 8.1 28.2
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Subprime
All Other ;
Leading Lend-
Lenders ers
Census Tracts in which Minorities make up 50—79 percent of Population 3.6 10.4
Census Tracts in which Minorities make up 80-100 percent of Popu-
JAHION e 43 24.3

While the 3,809 loans made by these ten subprime lenders represent only 4.7 per-
cent of all refinance and home improvement loans made in the Baltimore metropoli-
tan area, they constituted a much larger portion of the home improvement and refi-
nance lending to African-Americans and low income borrowers and in minority
neighborhoods.

—The top subprime lenders made at least 22 percent of the home improvement
and refinance loans made by Baltimore lenders in census tracts in which minor-
ity residents make up between 80 percent and 100 percent of the population.

—The top subprime lenders made at least 10 percent of the home improvement
and refinance loans made by Baltimore lenders to African-Americans.

—The top subprime lenders made at least 26 percent of the home improvement
and refinance loans made by Baltimore lenders to low-income neighborhoods
and 15 percent of the home improvement and refinance loans made in mod-
erate-income neighborhoods.

CONVENTIONAL PURCHASE MORTGAGES

The top ten subprime lenders in this study originated 337 conventional home pur-
chase mortgages in the Baltimore MSA in 1998. These subprime lenders made their
conventional purchase loans disproportionately to African-American and low-income
borrowers and in minority and low-income neighborhoods.

—African-Americans received a 4 times greater percentage of conventional loans
made by the top subprime lenders than they did of conventional loans made by
all other lenders.

—Low-income borrowers received a 3.5 times greater percentage of conventional
loans made by the top subprime lenders than they did of conventional loans
made by all other lenders.

—Low-income neighborhoods received a 11.6 times greater percentage of conven-
tional loans made by the top subprime lenders than they did of conventional
loans made by all other lenders.

—Moderate-income neighborhoods received a 6 times greater percentage of con-
ventional loans made by the top subprime lenders than they did of conventional
loans made by all other lenders.

—Neighborhoods in which minority residents make up between 50 percent and 79
percent of the population received a 4.6 times greater percentage of the conven-
tional loans made by the top subprime lenders than they did of conventional
loans made by all other lenders.

—Neighborhoods in which minority residents make up between 80 percent and
100 percent of the population received a 11.5 times greater percentage of con-
ventional loans made by the top subprime lenders than they did of conventional
loans made by all other lenders.

Subprime
All Other ’
Lenders Leadlr;frgSLend—

Percentage of Conventional Home Purchase Loans to:

AFFICAN-AMETICANS ....oocvevecrcecieree et 8.7 37.1
Low-Income Borrowers ....... . 5.8 20.2
Moderate-Income Borrowers 15.3 20.2
Low-Income Census Tracts ... 2.5 28.5
Moderate-Income Census Tracts .... 7.9 47.8
Census Tracts in which Minorities make up 50—79 percent of Population 2.3 10.7
Census Tracts in which Minorities make up 80-100 percent of Popu-

JAEION oottt es 3.9 44.8

While the 337 loans made by these ten subprime lenders represent only 1.3 per-
cent of conventional home purchase mortgages made in the Baltimore metropolitan
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area, they constituted a much larger portion of the lending to African-Americans
and in minority neighborhoods.

—The top subprime lenders made 13 percent of all the conventional purchase
loans made by Baltimore lenders in census tracts in which minorities make up
between 80 percent and 100 percent of the population.

—The top subprime lenders made at least 5 percent of all the conventional pur-
chase loans made by Baltimore lenders to African-Americans.

—The top subprime lenders made at least 13 percent of all conventional purchase
loans made by Baltimore lenders in low-income census tracts.

SUBPRIME LOANS IN PRINCE GEORGE’S COUNTY

Our findings show that subprime lenders make a disproportionate number of
loans to lower-income and minority borrowers in Prince George’s County. We identi-
fied the ten subprime lenders who originated the largest number of refinance loans
in Prince George’s County in 1998. These lenders originated 31 percent of all loans
made by subprime lenders in the county in 1998 and over 36 percent of the refi-
nance loans originated by subprime lenders. 1st Government Mortgage & Investors
Corp.; FHB Funding Corp.; Option One Mortgage Corp.; AMRESCO Residential
Mortgage Corp.; Advanta National Bank; Ameriquest Mortgage Co.; Pacific Shore
Funding; Fidelity Mortgage Decisions; Mortgage Lenders Network USA; Champion
Mortgage Co.

REFINANCE LOANS

The ten subprime lenders in this study originated 687 refinance loans in Prince
George’s County in 1998. These top subprime lenders originated refinance loans dis-
proportionately to African-American and low income borrowers.

—African-Americans received a 1.4 times greater percentage of loans made by the

top subprime lenders than they did of loans made by prime lenders.

—Low-income borrowers received a 3 times greater percentage of loans made by

the top subprime lenders than they did of loans made by prime lenders.

—Moderate-income borrowers received a 2.9 times greater percentage of loans

made by the top subprime lenders than they did of loans made by prime lend-
ers.

Prime Lenders Subprime Lead-

ing Lenders
Percentage of Refinance Loans to:
African-Americans ...... 57.9 78.0
Low-Income Borrowers ....... 8.9 26.8
Moderate-Income Borrowers 11.9 34.8

While the 687 loans made by these ten subprime lenders represent only 4.1 per-
cent of all refinance loans made in Prince George’s County, they constituted a much
larger portion of the refinance lending to low-income and moderate-income bor-
rowers.

—The top subprime lenders made 9.5 percent of the refinance loans made by

Prince George’s County lenders to low-income borrowers.

—The top subprime lenders made 7.6 percent of the refinance loans made by the

county’s lenders to moderate income borrowers.

Senator MIKULSKI. Would you have a seat, please, and identify
yourself?

STATEMENT OF MATILDA WONSON, MEMBER, ACORN

Ms. WONSON. My name is Matilda Wonson. I am a member of
ACORN. And I went to purchase my home back in September of
1998. I saw a number in a window and I called it, at 127 North
Belfield Street, in Baltimore, Maryland. I called and I met up with
an agent from Century 21, a real estate agent. And he helped me
with the purchase of my home. And I went to buy my home. He
helped me look at some houses. And I wondered, how come I can-
not have that house over there? Certain houses I wanted he told
me were not in my price range.
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The house he was going to sell me was for $44,000. And so I
looked at those houses and I thought I picked the best one because
it appeared everything looked good. And as we went along a couple
of times, I was reading the paperwork that he gave to me, and the
paperwork said something about house inspections. So I said to
him about the house inspection, I said, oh, look, I have got to save
up more money because he was telling me to save up money to give
to him, and I said, oh, look, I have to save up another money order
for an inspection.

And he said, oh, no, save your money. He said, you have all those
kids, you need to save your money. And I said, but do not I need
an inspection? And he said, do you think that the lenders would
lend you that amount of money to purchase a home if it was not
worth it. And me reasoning in my mind, would the bank lend me
this kind of money, 54—because they end up upping the price of
my house to 54? The house, I found out, was originally only
$14,000. And I reason in my mind, thinking, why would the bank
give me this kind of loan for a house if it was not worth it? Because
he told me that they do an inspection, too.

So I blame the lenders and I also blame the appraisers. Because
how can you drop by a house and just say, oh, that is worth it? And
even if you suspend their license, they still can practice it. And I
do not think that is fair either. Because they are hurting a lot of
people. They are not building the communities up; they are tearing
it down. They are ripping people of their self-respect and their dig-
nity.

My kids got caught up in this because I had a neighbor, her child
used to come play with my children. I am the mother of seven kids,
and she saw my house was in need of a lot of repairs. We had a
big argument one day. She has a friend named Kelly Steinhorn
that got involved in it, and they are friends. So me and her had
this big thing. She wrote up a report that she came to my house
because an argument was there, which was not true.

And so that is how DSS comes into the picture, and also wrote
up that the plumbing is backed up and the house does not have
a furnace. Because she was looking around in my house. And that
she saw the ceiling how it was leaking and falling apart. She was
like, this house is a mess. The kids cannot stay here. I was like,
well, Miss, please do not do this, I said, because I am a good moth-
er. I just made a choice to buy a house that was not the right
house. I made a wrong choice.

And I feel like the real estate agent, they are supposed to help
you in purchasing a home. I feel like he took advantage because
he had more knowledge than what I had. And so that left me with
all these bills and stuff that I am backed up in my bills, where I
try to get some things done myself, but my furnace was not work-
ing, my kitchen sink was backed up, the ceiling was leaking. Every
time you use the tub, the water comes down through the ceiling.
Or1 you flush the toilet, the water would come down through the
ceiling.

My front door is splitting down the front. I cannot even close it
because it is splitting it so bad. And I called George, who is the
owner of Century 21, 4 months. He says 6 months, but I say 4
months, after I went to settlement, on December 21st. I said, this
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door is splitting down the middle. He said, well, we will help you
until you can get the money to fix it. So they shot like four screws
down the door and that was it.

The back door, I took it off at the basement. I went to open it
because I was going to throw away an old mattress, the whole door
comes off the hinge. Which I could not put it back on there because
it was not a door that goes to the basement door, it was a door that
would go to a bedroom door. The door had warped. And he never
came back to do anything about that. The only thing I could do was
put plywood up there. And the plywood was not good enough, be-
cause rats—I did not know they could squeeze through the cracks.
So we have rats coming in our home.

So I explained all these problems to him. The only thing they did
was shot the screws down the door. They never came back about
the ceiling. He told me to call my insurance, the insurance that I
took out on the home. He told me I could call them. But the real
estate agent, he picked out my lender. He picked out my insurance.
He picked out everything. He assured me, do not worry about any-
thing. He befriended me. And I thought he was my friend. But he
really took advantage because he had more knowledge.

And all of this stuff that is happening is coming from where peo-
ple do not respect one another, they do not love one another, they
do not care about one another. Because if you have love, “love” is
an action word, you will not do anything to anybody. Now I have
to go to court. I went Friday for my kids. And they postponed it
until I could see if I could get more stuff done to the house. I asked
for a postponement because my kids are with their maternal uncle
until we can get something done on the house.

But it just does a lot. They are saying this is to help people, be-
cause we went to a meeting at Sky Court, and they are saying they
are helping the community, when they are really taking from the
community. They are not giving us anything. And what we do
have, they are taking it.

I was a mother who was on welfare. I came a long way. I got on
my feet. I went through the programs they set up. I got me a job.
I did everything that I had to do. And then I said, well, I made
it here, I am going to purchase me a home. That was my American
dream that they took away from me. We cannot even stay there.
They took it away and they made it like, oh, okay, I am going to
sell you this house, whatever, whatever. Even when we went before
the lender, I said, why are you raising the price of the house? He
told me it was because, Matilda, you are going to want new car-
peting and then you are going to want a washer and dryer in there.

I never got the new carpet. The washer and dryer, there was one
in there that was in there from before, an old one. And the carpet
that was on the floor when I went in there, it had so much fleas
in it I had no other choice but to take it out.

Senator MIKULSKI. So it has been one thing after another.

Ms. WONSON. It is like a lot of repairs I have had to do on my
home. And then I asked them to face me at the meeting, because
they were trying to tell ACORN that I tore the house up. How can
I tear down a furnace that was supposed to be new? How can I
split my front door down the middle? All this stuff was supposed
to be done when you purchase a home. There is no one to protect
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us. Because we are the less fortunate or because we have less, it
does not mean we should live less.

Senator MIKULSKI. That is right. Well, Ms. Wonson, we are here
to try to protect you. And also this is a very gripping story. I am
going to suggest that after our hearing, perhaps ACORN and Ken
and Vinnie, we could talk with Ms. Wonson, because she is obvi-
ously in a situation not of her making, facing a protective service
situation where she is not the problem. And let us see if we cannot
help her with this immediate situation. We will come back and ask
some more questions, but we thank you for your testimony.

Now, Mr. Quayle, do you want to come up. And you all do not
have to leave. Let us give Mr. Quayle a chair next to Ms. Adams.
And you stay right there. And, Ms. Washington, you stay right
there. That way we can all have a good Q&A when this is over.

STATEMENT OF VINNIE QUAYLE, DIRECTOR, ST. AMBROSE HOUSING
AID CENTER

Mr. QUAYLE. My name is Vincent Quayle. I direct the St. Am-
brose Housing Aid Center here in Baltimore. I have been there for
32 years now.

I would like to preface this, Senator Sarbanes, by saying I am
a great fan of FHA. Northwood was saved because of FHA. FHA
did wonderful things and has throughout its history. It saved work-
ing-class and middle-class neighborhoods throughout this country,
so I am a great fan of FHA. And I would not want to hurt FHA.
I know we talked about that, and there is a concern there.

St. Ambrose got into this through our default mortgage depart-
ment. Each year, we see about 1,000 families who are facing fore-
closure. We have been doing this for 25 years. And 4 years ago,
Frank Fisher, who run the department, came to me and said,
Vinnie, there is something different going on out there in the com-
munities. People used to lose their homes because they lost their
jobs, they were sick or their marriage broke up. He said, today, we
are getting families who are losing their homes because they could
never afford the house in the first place. They were in over their
head from day one.

So we began to look deeper into the issue. And I just want to
make a few points. Baltimore has the highest per capita FHA fore-
closure rate in the country. In numbers, we are three. Los Angeles
has the highest numbers of FHA foreclosures. And Chicago last
year had 1,200. We had 1,100. So we had 100 fewer foreclosures
last year than the City of Chicago, with its size.

The problem arose because of two changes in FHA policy. One
was, back in the mid- and late eighties, when FHA began allowing
the lenders to underwrite and endorse their own loans. And I sold
under the old FHA. I started out as a real estate agent. And the
industry hated FHA. The lenders hated FHA because it took 60 to
90 days to get a loan approved. The real estate brokers hated FHA
because FHA would send strict appraisers out, who would often re-
duce the sale of a house. And the sellers hated FHA because FHA
made the sellers fix up the houses before they sold them. They
made them put in new systems.

The current problem then arose when the lenders—now, more se-
rious than that, in the late eighties, when the lenders took over the
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endorsement, FHA still maintained some control, because they as-
signed appraisers from a list of approved appraisers. That changed
4 years ago. FHA allowed the lenders to choose their own apprais-
ers. And this is when—it is really the last 4 years that have been
a terrible problem here in Baltimore with FHA.

So what happened, two things happened. FHA abdicated its over-
sight responsibility. That is my first point. The second is, and it
has been a problem ever since the beginning, FHA sells its houses
as is. The VA does not. The VA fixes them up. FHA sells them as
is. And that is what leads to destruction of these neighborhoods.

Senator Mikulski, you know this very well. This is the Shrine of
the Little Flower right here on Belair Road. This is a tiny, little
neighborhood behind it, a tiny, little neighborhood. It is four blocks
by five blocks. But they are tiny streets. They are short. During the
last 4 years that I have been talking about, FHA insured 193
houses in that neighborhood. There are 926 houses in the neighbor-
hood. FHA insured 193. During this same period, 69 FHA homes
went into foreclosure—69 out of 193.

Of course, this is the frightening figure across the city. In 1991,
there were 1,900 petitions to foreclose in the whole of Baltimore.
The petition to foreclose, that is the first step in the foreclosure
process. The family is behind 5 or 6 months, the attorney for the
lender files the petition. Last year, there were over 5,000 petitions
to foreclosure in our city. There were only 10,000 real estate sales
in Baltimore last year.

Senator MIKULSKI. That is citywide?

Mr. QuAaYLE. Citywide. So for every two real estate sales, a house
is going into foreclosure. Is that not extraordinary?

And this year, the first 2 months, we are up to 6,000 a year now.
If this continues, we are going to have 6,000 this year. Something
is going on. This is crazy. This is crazy.

So, if you asked me what to do, I have three recommendations.
One is we have got to get some oversight back at the origination
level of the loan. We do not have to go back to the old system. With
technology, there has got to be a way where we can exercise some
accountability up front, before the loan is made.

The second recommendation is that FHA, given the fact that we
have the highest number, that FHA repair each of its foreclosed
houses before it is resold. Senator Mikulski, I went out last
Wednesday. I looked at 10 houses in the Shrine of the Little Flower
there in that little neighborhood. There were all in lousy shape,
lousy shape. I do not know how they were even approved when
FHA first approved them.

But just to give you an example, those pictures I gave you, you
know our row houses, how between the living room and the dining
room you have these lovely columns and pillars in many of them.
There were four houses with columns and they have all been re-
moved. Now, one wonders what is going on. Who is going to buy
a house where the decorative features have been removed? So those
homes are going to go to investors and they are going to become
part of the flipping process.

The third recommendation is I really think we should have mora-
torium on FHA foreclosures of occupied houses. And let us go and
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see if fraud was involved in that case. And if it was, FHA should
deny insurance to the lender. It would save tons of money.

Right now, back in the fall, in Maryland, FHA was sitting on
4,200 houses, which represented a loss of $105 million. They lose
$25,000 per house. That is what FHA loses. The two most recent
scams, Ms. Simon mentioned one of them.

Senator MIKULSKI. They lose $25,000 per house?

Mr. QUAYLE. Per house.

Senator MIKULSKI. Can you estimate how many of these houses
are in the HUD inventory in Baltimore?

Mr. QUAYLE. Well, you know HUD is having trouble. They had
to fire their manager of the houses. Three months ago, Senator
Sarbanes, when you had your hearing, there were 4,200. And Shir-
ley Bryant, in the HUD office in Philadelphia, tells me that, since
March, she has been getting 500 houses more a month, since
March of 1999, which is a year ago. So she has gotten another
6,000 houses in the past year.

Senator MIKULSKI. Mr. Quayle, 6,000 times 25,000 is? I will not
ask the banking committee.

PREPARED STATEMENT

Mr. QUAYLE. I am going to close by saying, in our default mort-
gage counseling program, we catch things early. We catch things
early. Ms. Simon mentioned she is on an adjustable rate mortgage
that was going to go from 10 to 17. This is the latest scam, using
FHA loans. They are taking all these single moms who work at
Johns Hopkins Hospital and earn $18,000 to $22,000 a year or they
work in nursing homes. They are putting them on adjustable rate
mortgages. And we know these folks’ incomes are not going to go
up, but the mortgage rates, we know what is happening to them.
V\f/‘e are going to have tens of thousands more foreclosures because
of it.

Thank you.

[The statement follows:]

PREPARED STATEMENT OF VINCENT QUAYLE
BACKGROUND

My name is Vincent Quayle and for the past 32 years I have directed the St. Am-
brose Housing Aid Center in Baltimore which operates housing support programs
to help predominantly minority families secure and maintain homeownership in
Baltimore City.

Throughout these years we have worked with over 60,000 families who were try-
ing to become homeowners or trying to save their homes from foreclosure. Most of
those who did purchase homes and most facing foreclosure did so using the FHA
insurance programs.

I consider myself a great friend and supporter of HUD and of HUD’s FHA pro-
grams. From its inception St. Ambrose has received financial support from HUD for
virtually all the housing programs we offer. I began my career in housing as a real
estate agent in 1968 specializing in the FHA 221-d-2 program which literally saved
homeownership in Northwood, Waverly, Edmondson Village, and dozens of other
middle class and working class neighborhoods in Baltimore and other communities
like Baltimore throughout the nation.

Until the mid-1980s FHA was a staunch defender of the buyer in the real estate
transaction, as well as a staunch defender of itself. Real estate agents, lenders and
sellers hated FHA. They hated the time it took to bring loans to settlement; they
hated the strict appraisals which often reduced the contract price; and they hated
the repairs that FHA demanded to the major structural systems of the house so the
buyer would not soon be burdened with major repairs.
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From the buyers and the neighborhoods’ point of view FHA was a Godsend.
THE PROBLEM: FHA ABDICATES ITS OVERSIGHT RESPONSIBILITY

Baltimore has the highest number of foreclosures per capita in the nation. In
1993, Senator Mikulski, at our urging, you expressed your concerns to HUD about
the growing FHA foreclosure problem in Baltimore. (cf. enclosed letter.) Now we are
confronted with an epidemic.

In the mid-1980s one of two major changes occurred which altered FHA’s relation-
ship to the buyer and the neighborhoods. Faced with massive staff layoffs FHA
began allowing lenders to endorse or underwrite their FHA loans. Prior to this FHA
reviewed each loan to assure that all the rules had been followed. At first FHA was
vigilant in looking over the lenders’ shoulders but gradually removed even this over-
sight. Of course, FHA maintained some control over the loans by assigning apprais-
ers from its own list of approved and experienced appraisers.

In 1994 the second major change occurred which we believe removed FHA’s over-
sight of its own program at the loan origination stage. FHA now allowed the lenders
to choose their own appraisers.

At this point the bad guys descended in droves. The number of FHA lenders in
Baltimore City grew from 58 in 1994 to 107 in 1998 and the number of FHA loans
grew from 2,153 to 3,821. During this same period the subprime lenders entered the
Baltimore market and “flipping” became rampant. In 1999 over 2,000 of Baltimore’s
10,000 real estate sales were “flips”. While there is nothing inherently wrong with
a “flip”, the opportunity for flipping on a large scale would not be possible in Balti-
more, if FHA treated it growing inventory of foreclosed houses properly. “Flips”
often begin with FHA foreclosures.

I would like to make two points. My first point is that since 1994 FHA has been
insuring thousands of bad loans in Maryland and particularly in Baltimore. FHA’s
abdication of responsibility at the origination stage of the loans has resulted in tre-
mendous damage to the wonderful neighborhoods that are the hallmark and pride
of this City.

Prior to 1994 families coming to St. Ambrose facing foreclosure came for three
reasons: a loss of a job, illness or a marriage breakup. Times have changed. Since
the door was opened to Direct Endorsers, folks come to us with mortgage problems
that began with the very origination of the loan. FHA regulations have been cir-
cumvented and ignored. Briefly these regulations require that Buyers live in the
house, have a good history of employment, an acceptable credit history, a modicum
of savings and an income that is sufficient to carry out the monthly payment. We
constantly see in our office flagrant examples of total disregard for each of these
regulations. Cosigners are placed on the loan in order to qualify the Buyer for the
payment and get the loan approved. Yet the cosigners have no intention of living
in the house nor contributing to the household. When FHA regulations are flaunted,
foreclosures result and neighborhoods deteriorate.

Below are FHA foreclosure statistics from 1996 through 1999 for a small 4 by 5
block area surrounding the Shrine of the Little Flower Church in Northeast Balti-
more, a typical beautifully manicured working class neighborhood of 926 row homes
that had never seen a boarded up house until these recent FHA loans fell into fore-
closure.

Number of FHA
loans in fore-
closure

Number of FHA

Years loans

1996 thru 1999 ..o 193 69 (36%)

In four years and three months 28 percent of these loans have already filed for
foreclosure. This is incredible!

As we look at what we are calling “bad loans” we see:

—Iloans that violated longstanding FHA rules and guidelines;

—loans with blatantly false appraisals that inflate the values of the houses;

—Iloans with excessive Loan value ratios;

—Iloans where the borrowers are putting up no money,

—loans with false gift letters;

—Iloans with false income statements;

—loans where sellers, through questionable nonprofits, are putting 12 percent

cash into the deals and asking outrageous prices;
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The old FHA protected the buyer, the neighborhoods and itself. The New FHA has
abdicated its responsibility in overseeing the origination of its loans at great cost
to the buyers, the neighborhoods and the taxpayer.

My second point is that FHA is destroying perfectly sound neighborhoods through
its policy of selling its failures “as is”. FHA’s refusal to repair its failures to make
them attractive to new homeowners is the single overriding reason why neighbor-
hood like Little Flower begin the downward spiral. The VA and private lenders with
conventional loans fix up their failures and resell the houses to homeowners.

Before 1994 the normal FHA portfolio of foreclosed houses in Maryland contained
about 1,800 houses at any given time. By late 1999 FHA’s Maryland portfolio had
grown to 4,200 houses. Since March 1999, 500 houses per month have been added
to this portfolio. Since FHA had to fire Intown Management, the company handling
FHA’s portfolio in Maryland, in 1999, this portfolio 1s probably approaching or ex-
ceeding 6,000 houses. One can imagine the effect of these eyesores on the sur-
rounding communities.

In early 1999 FHA admitted to losing $25,000 on each foreclosure. (We believe
today’s losses greatly exceed this amount per house.) At Senator Sarbanes’ previous
hearing on January 18, 2000 with 4,200 houses in its portfolio FHA faced a loss on
its Maryland portfolio of $105,000,000.

In a press release March 8, 2000, FHA congratulated itself on returning from its
insurance fund to the federal treasury in 1999 $1.5 billion ($1,500,000,000). In other
words, because of its policy of not fixing up its failures, many neighborhoods in Bal-
timore and elsewhere are collapsing because of FHA’s “policy” of selling its failures
“as is”, while FHA turns back to the Treasury $1.5 billion a year in profits.

FHA, which used to protect buyers and neighborhoods, is now at the beck and
call of the mortgage bankers. The same “subprime” lenders responsible for the flip-
ping phenomenon in Baltimore have moved into the FHA market because they know
there is no oversight over FHA loans and lenders.

RECOMMENDATIONS

Since Baltimore has the highest number of foreclosures per capita in the nation
we recommend that FHA institute a demonstration project in Baltimore with three
objectives:

1. to review every FHA loan application prior to settlement;

2. to repair each foreclosed house and resell it to a homeowner; and

3 to declare a moratorium on occupied FHA foreclosures to see if fraud was in-
volved in originating these loans. Where fraud is found, FHA should deny the lend-
er’s claim on its insurance fund.

To pay for the demonstration project FHA can draw upon a small portion of the
$1.5 billion ($1,500,000,000) it returned to the U.S. Treasury in 1999.

St. Ambrose will be happy to assist FHA in this effort.

Senator MIKULSKI. Thank you very much for your testimony. We
did the math on what you just said, the 6,000 houses.

Mr. QUAYLE. That is plus 48. So we are talking about 10,800.

Senator MIKULSKI. Let us just take 6,000 for a minute, times
$25,000. It comes out to $150 million. That is $150 million the Fed-
eral Government has lost. And when we think about the number
of zip codes in Baltimore, if we could say what would be a Federal
investment of $150 million, this is far more than even almost its
own community development block grant. So we are going to come
back to your question. And we thank you for that.

We also want to note that, in addition to this excellent testimony,
Ed Rutkowski sends a letter to you, Ken. Mr. Rutkowski, this is
a letter from the Patterson Park Community Development Cor-
poration, outlining what you see in Patterson Park. May I submit
this for the record, please.

Mr. RUTKOWSKI: Sure.

[The information follows:]

PATTERSON PARK COMMUNITY DEVELOPMENT CORPORATION,
FEBRUARY 6, 2000.

KEN STRONG: Ken, here are my comments on FHA insurance. The central point
of my argument is that there are essentially two FHA programs: one is successful
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and is used in successful neighborhoods, e.g. new suburban developments or
gentrifying urban neighborhoods like Canton; the second is used in declining urban
neighborhoods like Patterson Park and Belair-Edison. Further, FHA administrators
use national statistics to claim success for the FHA program overall. By doing that,
they mask the dramatic negative effects of the “second” FHA program.

Before discussing the effects, let me discuss some of the characteristics of these

neighborhoods:

—They have weakening, and in some cases collapsing real estate markets.

—As a result, property values are actually declining.

—Reliable appraisals are hard to come by for two reasons: there are wide vari-
ations in property values within short distances; and in old neighborhoods like
those in Baltimore City, there are dramatic differences in house condition.

—The people who live 1s these neighborhoods are among the poorest and least
educated in the metropolitan area.

Among the negative effects created by these conditions and FHA insurance are:

—As we have seen in Baltimore, because FHA is not locally administered, it is
relatively easy for scam artists to take advantage of the poor and uneducated.
FHA insurance becomes the vehicle of choice for selling real estate agents be-
cause buyers do not qualify for conventional loans. The problem was com-
pounded when FHA allowed lenders to choose an in-house appraiser.

—In failing neighborhoods, rather than helping the poor create equity through
homeownership, rather the program traps the poor in failing neighborhoods. Eg-
uity actually declines as property values declines. Settlement expense loans
even start the buyer off with negative equity from the moment of purchase.

—The choices for a homeowner in a failing neighborhood are difficult. If they de-
cide they have to move, their choices are:

—Default on their mortgage, ruining their credit.

—Rent the house, eventually renting to a difficult, often drug-addicted tenant; the
frequent result is a damaged house which they cannot afford to repair, and so
they default anyway. By then, the problem tenant has had a tremendous nega-
tive effect on the neighborhood.

—Lenders, especially for loans originated by mortgage brokers, have no incentive
to prevent foreclosures by working with the buyer, nor do they have any incen-
tive to work out any kind of pre-foreclosure agreement with a buyer. In the
“successful” FHA program, workouts are increasing, again masking the lack of
work-outs in the “unsuccessful” program.

—As noted above, the resulting HUD houses are invariably in very bad condition,
often having to be boarded. These are eyesores at best, and remain so for a very
long time because of the lack of a real estate market.

—In these neighborhoods, there is little if any homeowner market. HUD houses
usually sell to investors.

—When sold to non-profits, like the Patterson Park CDC, HUD bases its discount
on the extent of necessary renovation—the greater the necessary renovation,
the greater the discount. However, the amount of renovation needed is based
on the minimum needed to make the house habitable. That is not enough to
attract a homeowner. While the nonprofit waits for HUD to reduce the price to
an economically viable level, the vacant house sits.

Let me know if you have any questions.

Regards,
Ep.

Senator MIKULSKI. I am going to submit this for the record.

I will go to my questions, first, to Ms. Adams and Ms. Simon,
and then I will turn to Senator Sarbanes.

Ms. Simon, when you were brought into this, what were you ac-
tually told? First of all, did you go see this house?

Ms. SIMON. Yes. But that was not the first house.

Senator MIKULSKI. Did you see the house you bought?

Ms. SIMON. Yes.

Senator MIKULSKI. Did you do a walk-through for the house you
bought?

Ms. SIMON. Yes.

Senator MIKULSKI. So you noted that it had problems?

Ms. SiMON. Not with the roof or the plumbing. The house was
kind of like well-prepared, the carpet, the painting.



57

Senator MIKULSKI. So the cosmetics looked good; it was like a lot
of nice makeup but a lot of orthopedic problems?

Ms. SiMON. Right.

Senator MIKULSKI. And then, when you went to buy your house,
presuming that it looked good and therefore you thought it was
good, and then you were discouraged from getting a home inspec-
tion; is that right? Did you ask for a home inspection?

Ms. SimMON. He said he would take care of all of that.

Senator MIKULSKI. Did you ever see a home inspection sheet? For
example, when I bought where I live, I had a home inspection sheet
that told me what the issues were. When you go to sell a house and
the buyers ask for it, the home inspection tells you what you need
to do before you sell. That is the paperwork for home inspections.
You never saw that?

Ms. SIMON. No, ma’am.

Senator MIKULSKI. Which it should have looked at the roof and
the plumbing and so on. Now, did you see the settlement docu-
ment? In other words, did you see a sheet that said this is what
the house cost? I think, in your instance, it was $84,000. How
much did you buy your home for?

Ms. SIMON. It was priced at $65,000.

Senator MIKULSKI. Did you see the price and the fact that you
had this balloon mortgage situation?

Ms. SiMON. I did not see the paperwork until I signed everything
and got home and kind of looked over it. I went to Genesis Mort-
gage, the title company, and signed those papers. And then that is
when I saw all of the information afterwards.

Senator MIKULSKI. Now, Ms. Simon, by asking you, I am really
asking the three, so bear with me while I take you through this
step. When you actually signed your papers, sitting at Genesis,
usually, when you are at settlement, you go through and it is a tre-
mendous amount of paperwork, but you go through each sheet and
it is e);plained. Did anyone go through each sheet and explain this
to you?

Ms. S1MON. Yes, they did.

Senator MIKULSKI. But you did not realize what you were signing
with the balloon payment?

Ms. SIMON. No, ma’am.

Senator MIKULSKI. So was the balloon payment explained to you
at settlement?

Ms. SiMoN. He did not explain it this way. He did not explain
it.

Senator MIKULSKI. So when you walked out, you thought that, in
15 years, by paying this $600 a month, that in 15 years you would
own this home on Chesterfield Avenue, one of the really nice blocks
in Baltimore? I love Chesterfield Avenue. It is right on the park,
close to St. Francis of Assisi Church and schools. And it is just a
great block. But you thought you were going to own that house in
15 years?

Ms. SIMON. Yes, ma’am.

Senator MIKULSKI. For 600 and some dollars a month. So you
looked at the monthly payment and years to be paid off. You did
not know there was this balloon at the end?

Ms. SimoN. I did not understand it.
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Senator MIKULSKI. Now, Ms. Adams, we will be talking to you
more in the neighborhood, so I will come back.

Ms. Wonson, when you went to buy your house, did you see the
conditions of that house?

Ms. WONSON. It was covered up. I did not know the ceiling was
going to leak until we went to take a bath or flush th